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I n troduct ion

Economic
Development
at a New Level

W

hile it may be a slowly
emerging trend, it is still
somewhat unusual for
a center associated with economic
development to be housed in a school
of management. Such development
activity is more typically associated
with political science, sociology, or
another department in the social
sciences. Nevertheless, a vibrant and
popular Economic Self-Reliance
Center exists in the Marriott School
of Management at Brigham Young
University. Created nearly four years
ago, the ESR Center grew out of
development activities undertaken
by our faculty and students during
the past two decades. The compelling
reasons for forming the center were:
1. Most of our students, before
completing their undergraduate
degrees, spend up to two years as
missionaries where they learn to
serve others, often to speak another
language, and always to love and
respect the people they serve. This
“coming-of-age” experience usually
leaves them with a strong desire
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to continue this service orientation
during and after their formal
university experience.
2. Most members of our
faculty have had similar missionary
experiences. Some of them have
brought the ideals of serving others
into their formal research and
teaching programs.
3. The sponsoring institution
of Brigham Young University, The
Church of Jesus Christ of Latter-day
Saints, has, since its inception, been
concerned with the welfare of its
members and with humanitarian aid
projects around the world that benefit
those who have neither membership
nor interest in the church. In fact, it
will soon be possible for any student
in the Marriott School to earn a certificate in ethics/social responsibility
through the ESR Center by participating in related activities and classes.
On reflection, it makes good
sense to have a center for economic
self-reliance in a school of management. Management, after all, seeks
to teach creative problem solving.

If ever a problem needed creative
approaches, helping nearly half the
people of the world out of poverty
has to be very high on anyone’s list.
In addition, the problem of poverty
is a multidimensional one that may
benefit from insights derived from
finance, economics, organizational
behavior, marketing, supply chain,
etc.—all subjects treated in schools
of management.
We think it also makes sense
that a religiously grounded university
should have something important
to say about development. At the
heart of our belief system is the
concept that every person is a child
of a loving, caring Heavenly Father.
That implies that each individual has
enormous potential and is of immeasurable worth. Recognizing that leads
to concepts of helping that focus on
unlocking an impoverished person’s
capacity as a creative, self-actualizing
being—a being that can solve problems, generate unique ideas, contribute to society, and begin to reach this
innate, God-given potential. This

view is optimistic and energizing.
In this framework, economic development becomes much more than
simply giving money to the poor.
The question is not “How much did
we give?” but “Did we help individuals and families realize more of their
potential?” Of course, that is very
difficult to measure, so one concept
to help answer that difficult question
is “Did we help that person or family
become more economically selfreliant?”  This is clearly not the only
question we can ask, but it is perhaps
a good start. Several articles in this
issue show how people have worked
to define economic self-reliance and
why that may be a better measure of
the effectiveness of our attempts to
help others.
For ten years we have sponsored
a conference at Brigham Young
University on microenterprise. We
felt these were good approaches to
helping people become self-reliant.
Recently, as we have recognized that
microenterprise is only one significant approach to helping the world’s

poor, the conference has broadened
to the more general idea of economic
self-reliance.
As several of the articles in this
issue illustrate, the concept of economic self-reliance has the promise
of bringing new insight and clarity
to our thinking about economic
development. It encompasses both
tangible and intangible assets as
well as individual characteristics
and social relationships. We think
it has the possibility of bringing economic development to a new level of
understanding that acknowledges the
innate potential of the individual and
directs development activity to forms
of helping that are more sustainable
and effective than many efforts that
have failed in the past.  

Ned C. Hill
Dean, Marriott School of
Management


What is
Economic
Self-Reliance?
By Paul C. Godfrey

Editor’s Note: This issue begins our
third year under the banner ESR
Review. ESR stands for economic
self-reliance, and we have published a
number of themed issues addressing
particular issues of development and
self-reliance. When I first became
involved in this project, my task was to
define what we mean by economic selfreliance and to create a theory-based
model of how individuals and families
can become more self-reliant. The next
four issues will center on the different elements of the model. This issue
focuses on the role of human capital in
economic development and self-reliance.
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C

urrent thinking about
economic development has
not bettered global livelihoods. Speaking at the 2007 annual
meeting of the American Economics
Association, Professor Simon Johnson
of MIT invoked a powerful metaphor
to highlight the failure of existing
models; he noted that sustained progress in health and sanitation came
only after “public health had the
germ theory of disease. Economics
has made great progress, but it’s still
waiting for its ‘germ theory of disease.’” 1 Without a solid model, economic development models produce
hit-and-miss successes.
Creating economic development
represents more than the mere academically elegant exercise of theory
building. Pragmatically, ineffective
development models mean that real
money is being granted, loaned, or
invested without any real, sustainable

return. Economically, the lives of
billions are lived out in misery and
despair while many tools of better
living are readily available. At a
very basic level all of us suffer
because social justice is not being
achieved and the spiritual talents
and gifts of far too many lie fallow
and undeveloped.
What is economic
self-reliance?

Economic self-reliance (ESR) represents a different way of thinking
about the processes and outcomes
of economic development. ESR is
an individual’s ability to garner and
hold economic resources in excess of
their basic needs.
The concept of ESR recognizes
that there are individuals who are
unable (due to physical or mental
disability) to garner any surplus
resources, individuals with surpluses

introduction

large and secure enough to meet any
conceivable need, and individuals at
every point in between. ESR affects
the entire spectrum.
ESR is also context specific; what
constitutes “basic needs” for someone
in a developed country will differ drastically from someone in a developing
country. But the core principles of
economic development are the same
throughout the world.
Why is ESR important?

Individuals who are economically
self-reliant have greater resilience in
the face of negative economic shocks.
Those with greater resilience will
suffer lower intensity (less severe) or
shorter duration (quicker recovery).

ESR represents a type of insurance
against the disruptions caused by
adverse economic events.
More important than its insurance value, ESR provides a solid
platform from which people can
develop and reach their full human
potential. Once people possess a sustainable surplus, they can turn their
attention to the pursuit that psychologist Abraham Maslow termed
self-actualization: developing and
expressing talents, skills, emotions,
and values to the fullest extent.2 It’s
hard to reach our full potential when
we are worried about our next meal.
What determines an
individual’s level of ESR?

Figure 1

The capital accounts of ESR
Individual-Based Resources

Economic

Human
Capital

Capital

Intangible

Tangible

Institutional Capital
Social
Capital

Group-Based Resources

Economic self-reliance arises from
two sources: (1) our own efforts,
talents, and skills and (2) our relationships with family, friends, government, and macrosocial systems. This
dimension of ESR is the individualsocial locus continuum.
Another dimension considers the
types of resources that individuals
and social units use. On one hand,
resources may be very tangible, such
as the amount of money in a savings account. On the other hand,
resources may be very intangible and
hard to measure, such as the quality of family relationships; but they
are very real. These elements can be
captured on the tangible-intangible
resource continuum.
Taking these two dimensions
together, we can categorize the determinants of economic self-reliance, as
shown in Figure 1. The dimensions
create four separate quadrants, each
with its own element that contributes
to economic self-reliance. We choose
to describe these elements as forms of
capital—accumulated wealth that can
be productively employed to create
more wealth.3 Table 1 reviews the
definition, elements, and drivers of
each type of capital.
Institutional capital represents
tangible, societal-based resources and
is the sum total of the macrosocial
resources available to an individual. It
captures the strength or weakness of the
system a person lives in. Institutional
capital comes in two broad types:
physical and systemic resources.
Physical resources include the
physical geography of a country (e.g.,
mountain or coastal), the physical
infrastructure (e.g., roads and bridges),



Table 1: Four Types of Capital That Drive ESR
Institutional
Capital

Social Capital

Economic
Capital

Human
Capital

Locus of
activity

Social Group

Social Group

Individual

Individual

Type of
resource

Tangible

Intangible

Tangible

Intangible

The system you

The relationships

The stuff in

live in

you have

your wallet

Physical

Network (e.g., family,

Liquid

Knowledge (e.g.,

(e.g., roads,

friends, professional

(e.g., cash, invest-

education, training,

telephones, laws)

acquaintances)

ments, insurance)

degrees)

Definition

Elements

Systemic
(e.g., government,
education,
religious beliefs)

Enhancers

Inhibitors
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and hands

Membership

Physical

Attitudes

(e.g., ethnic,

(e.g., housing,

(e.g., perseverance,

religious group)

food, autos, fuel)

responsibility)

Wages in excess

Political

Nurturing fami-

stability, market

lies, civil society

orientation

organizations

Corruption,

Parasitic families,

Debt, unemploy-

incentive-destroying

physical distance,

ment, low wages,

safety nets

tribal animosity

instability

and the technological infrastructure
(e.g., wired or wireless connectivity).
Systemic resources include
features of the governmental system,
such as political stability and the level
and extent of regulation. Systemic
resources also include less tangible,
but readily observable, societal-level
features, such as the basic economic
orientation of the system (e.g., market
or Marxist), the religious culture and
history of the society, as well as any
other important cultural traditions
that dictate or affect economic activity.
Social capital lies in the socialintangible quadrant and is the sum

The stuff in
your head, heart,

of survival, access
to financial
services

total of resources available to an
individual by virtue of the strength
of relationships between an individual and other social units.4 Social
capital can be broken down into
two types: network and membership
resources. Network resources come
from the relationships that a person
develops and maintains. Important
network relationships include family
ties (both nuclear and extended),
personal friendships, and education
or employment colleagues.
Membership resources arise by
virtue of an individual’s affiliation
with some recognized social group,

Health systems, nonsubsistence culture
and values
Discrimination,
lack of resource
husbandry, low
motivation

including ethnic or religious groups,
civil or community groups, and educational affiliations.
Economic capital stands in the
tangible-individual quadrant and is
the sum total of the financial and
physical resources possessed by an
individual. It refers to not only the
contents of a person’s wallet, but also
the contents of his/her safety deposit
box and his/her cupboards and
shelves. Economic capital comes in
two forms: liquid and physical assets.
The most liquid asset is cash, but
other types of assets can be turned
into cash fairly easily. These include
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savings account balances, stocks or
bonds, home equity or other personal
property, and insurance policies.
Physical assets include tangible
property, such as a home or an apartment lease, an automobile, clothing,
and stockpiles of items that may be
useful during an economic disruption
like food, water, and hygiene supplies.
Human capital lies in the individual-intangible quadrant and represents the final form of capital that
helps individuals develop economic
self-reliance. Human capital is the
sum total of attitudes, cognitive abilities, and deployable skills possessed
by an individual. Human capital can
be described as what is in an individual’s head (knowledge), hands (skills),
and heart (attitudes). Human capital
is represented by knowledge and skill
and attitude.
Precisely measuring knowledge
and skill can be difficult; however,
an individual’s innate intelligence
is one measure. The level and extent
of formal education—including
any degrees or certificates, apprenticeships, and on-the-job training—
helps in assessing what skills an individual possesses.
The attitude component of selfreliance includes things pertaining to
an individual’s levels of self-efficacy,
responsibility, perseverance, hopefulness and optimism, and fear and
anxiety. It also considers views about
current consumption versus saving
for the future.
How would we measure
the four types of capital
and self-reliance?

The best way to measure the four
types of capital is by using what
economists refer to as a stock and
flow model. This is the same way that
analysts look at the performance of

a business firm; they look at the
balance sheet, which represents the
different capital stocks at any given
time, and the income statement,
which captures the resource inflows
and outflows and the residual that can
be added to the existing capital stock.
The balance sheet metaphor
raises another important characteristic of the four types of capital: a
balance sheet contains both assets
(positive capital) and liabilities
(negative capital). The overall stock
for any type of capital will be the
total of the assets less the liabilities.
It is possible to have either positive
or negative values in the various
capital accounts.
The advantage of the capital
accounts model is twofold. First, by
identifying comparative assets and
liabilities in the capital account,
policy makers, business leaders, and
NGO directors can plan more effective interventions. Second, just like
a business’s balance sheet, the ability
to track each element over time helps
provide a picture of the economic
development process within that
capital account.

Traditional thinking about
development believes that if resources
flow in (garnered), then capital stocks
will rise (held). The negative entries
(liabilities) in each capital account
point out why garnering resources
does not equal holding them. With
more liabilities than assets—a case
that describes a number of individuals, families, and countries—
the net effect is that resource inflows
may lead to worsening, rather than
improving, the capital account. ESR
differs from traditional development
economics because it deals explicitly
with the need for individuals (and
families, social groups, and nations) to
hold resources, not just garner them.

Endnotes
1 Simon Johnson, “Why Economists Are
Still Grasping To Cure Global Poverty,” The
Wall Street Journal, 11 January 2007, Section
A7.
2 David J. Cherrington, Organizational
Behavior, 2nd edition (Boston: Allyn and
Bacon, 1994), 134–135.
3 Capital. Oxford English Dictionary.
http://www.oed.com.
4 Alejandro Portes, “Social Capital,”
Annual Review of Sociology (1998): 1–24.

Why is ESR better than
current thinking about
economic development?

The four types of capital build a
holistic picture of development—
one that is multi-level (from individuals to institutions), multi-type
(considering both tangible and
intangible resources), and multidisciplinary (combining the best of
economic, psychological, sociological, legal, political, and theological
thinking). Poverty and its related
evils are a complex problem; the
four types of capital present a
complex model from which to
view these problems.
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b est pract ic es

Entrepreneurship, Thinking,
and Economic Self-Reliance
By Ronald K. Mitchell, Adam D. Bailey, and J. Robert Mitchell

“ The best thing a society can do to increase its prosperity is to wise up. ” 1

M

ancur Olson’s bold assertion speaks directly to a
question at the heart of
economic self-reliance (ESR): Why
do some people succeed economically while others do not? The concept
that “For as he thinketh in his heart,
so is he” (Proverbs 23:7, King James
Version) provides foundational logic for
the idea that ESR is rooted in thinking;
and it also lays the foundation for us to
investigate how increasing ESR requires
society to “wise up” economically. In
our research on entrepreneurial thinking we have investigated thinking-based
enablers and disablers of ESR, looking
for best practices.
We observe within society that
ESR begins with the success of transactions—the set of exchanges that
produce “provisions in store for an
uncertain future.”2 We suggest that
understanding the underlying structure of economic transactions can
support improvements in ESR, just
as an understanding of underlying
structure of the planetary model of
the atom or the double-helix model
of DNA supported the advance of
inanimate and animate science. In its
simplest form, an economic transaction occurs when an individual creates some work that is purchased by
other persons. This basic structure of
transactions is represented in Figure 1.
Thus, for individual “transactors,”
ESR can be defined as the production
of works that others purchase sufficient
to enable the accumulation of provisions in store for an uncertain future.
By logical extension, this model
provides an ideal vantage point from
which to identify ESR best practices because it illustrates in-process
attention to transactions as the basic
building blocks of ESR. Accordingly,

we report three cases of self-relianceenhancing possibilities for improvements in the thinking of individuals
about the works they create for other
persons with whom they interact.
Enhancing Entrepreneurial
Thinking in Individuals
We suggest that the first step for
individuals as potential “transaction
creators” is to study thinking that
invokes ESR—the patterns of thinkgroup). In comparing the valueing that, through altering attitudes
creation expertise levels of both
of mind,3 can alter lives. Such examigroups, the authors found that
nation of thinking has been termed
students who were exposed to this
metacognition—thinking about one’s
metacognitive experience gained
thinking. The first example we cite
more value-creation expertise than
concerns efforts to help students
those who were not.
reflect productively on the principles
Background: Metacognition
and patterns of the value-creation
includes both an awareness of thinking
process by learning through a metaand an understanding of strategies
cognitive teaching approach.
to change thinking. There is reason
The underlying premises for this
to expect that deliberate interactions
approach suggest that thinking about
between prospective entrepreneurs
thinking can be deliberately practiced and actual entrepreneurs can increase
in an entrepreneurial context and that novices’ expertise.5 Cognitive psycholsuch metacognitive thinking will lead ogy theory would suggest that it may
to increased value-creation expertise
be the metacognitive focus of the
by facilitating self-reflection, underinteractions between novices and
standing, and control of a person’s
experts that is important; and that
own entrepreneurial thinking. To
the path to becoming an entrepreneur
substantiate the underlying benefits
is not itself special, but is in fact genof this approach, we draw extensively
eral—rooted in the cognitive systems
from a study by Mitchell, Gustavsson,
created by deliberate practice.6
Smith, Davidsson, and Mitchell.4
The teaching approach used for
During the years 1997 to 2003,
the experimental group required that
233 university students enrolled in a
metacognitive thinking be deliberfour-month, metacognitively-based
ately practiced in an entrepreneurial
entrepreneurship program (the
context to increase individual valueexperimental group). Before and
creation expertise. This was done by
after levels of their value-creation
(1) enabling students’ participation
expertise were compared to those of
in metacognitively-based experiential
sixty-seven business students who
exercises and (2) teaching them how
enrolled in a different entrepreneurto examine their thinking processes
ship course but did not receive the
by making their own entrepreneurial
metacognitive approach (the control
“scripts” explicit (i.e., drawing


Figure 1: Structure of Economic Transactions

the individual
(creating entity)

other persons
(e.g., customers)

the work
(creation)

Source: Csikszentmihalyi (1988), Gardner (1993), Mitchell (2003)

flowcharts of their thinking sequences).
The students in the experimental
group were coached in the mentalflowcharting process.7 Then they
experienced the scripts-in-action
of experts (entrepreneur-mentors),
for the purpose of “thinking-aboutthinking,” when they interviewed
these experts in depth and transcribed these interviews to solidify
the advice they had received. This
process required the students to think
metacognitively in developing an
understanding of their own thinking
and the thinking of their mentor.
The question—whether individuals (with a view to improving their
understanding of the value creation
part of ESR) who engage in metacognitive exercises (in the form of coached
flowcharting) would be more likely to
gain value-creation expertise than students who do not engage in metacognitive exercises—was then tested.
Test results: In this study, the
measure of value-creation expertise
levels captured the extent to which
participants possessed expert arrangement, willingness, and ability scripts
at the beginning of the target semester and at the end. This was done
using the script cue recognition-based
summed interval scale method.8
The experimental manipulation
of entrepreneurial metacognition
used here accords with the three
necessary facets of the metacognitive
self-control theory:9 (1) motivation
10
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to implement correctional goals, (2)
conscious awareness of the source of
bias and the magnitude of its influence on judgment, and (3) time and
opportunity to make necessary cognitive adjustments.
The findings10 support the idea
that the use of metacognitive elements
in the learning experience increased
expertise beyond the impact of traditional entrepreneurship education. A
significant entrepreneurial-thinking
increase in the metacognitive experiential group was found. What, then,
are the implications of these findings
for practice?
If, as was demonstrated, (1) the
generation of value-creation thinking
in the minds of individuals depends
upon a process that is generally
accessible to any individual and (2)
the specific interventions needed
are metacognitive in nature, then it
may be that the new-value-creation
activities based in the “specialness”
paradigm (e.g., entrepreneurship
awards and business plan competitions)—which suggest that ESR is
only for the special few—may be
wrong. Increased ESR may follow
increased thinking about entrepreneurial
thinking if metacognitive learning is
made widely available.
Current thought about entrepreneurship—which arguably affects
current entrepreneurship policy—
may overlook our largest constituency:11 those individuals who are not

entrepreneurs but want to become
entrepreneurs. By assisting individuals to alter their own cognitive
practices through thinking about that
thinking, those who seek to expand
ESR may assist many more individuals in enhancing their value-creation
expertise. People can alter their lives
by altering their thinking.12 Both preand post-experience examples may
include thinking flowcharts produced
from entrepreneurship internships
with active learning components,
entrepreneurs’ thinking flowchart
evaluations of failed ventures, or
pre-venture flowcharting. Accordingly,
we suggest that large ESR dividends
are possible from small investments
in the relatively simple directedthinking practice offered by thinking
flowchart-based exercises due to their
strong metacognitive impacts.
Better Thinking and Venture
Creation Work
People often assume that the “work”
of venture creation is restricted to
those who have the advantages of
personal and financial resources.
To directly challenge this assumption, some colleagues at Syracuse
University conceived and conducted
a “Disabled Veterans Venture Boot
Camp.” Through a recorded interview with organizers Mike Morris
and Mike Haynie, readers can get a
first-hand feel for this “works-focused”
best practice in ESR. In the interview Professor Haynie described the
program—the demographics, its
outcome focus, the participants
themselves, and the results. The text
that follows in this section is quoted
from that interview. Professor
Haynie states:
Demographics: “In this first class,
I had students ranging in age from
twenty-two to fifty-three. I had all
four branches of military service.

best practices

I had Hispanic students, African
American students, Caucasian students. I had students with four years
of high school; I had one student
with two master’s degrees and some
students with college experience.
And those students were all equal in
the context of this program. I mean
all equal in terms of how they were
thinking about what this program
meant to them. It didn’t matter where
they came from or what their past
experiences were. It was almost like
hitting a reset switch for all of them.”
Outcomes: “We focused on two
outcomes. One was tools—very
traditional. One of the things that
this particular group didn’t have was
entrepreneurial tools because they
were in the military—several were
career military. They did not have
the traditional business toolbox.
They did not have training in how to
build a financial statement, marketing plan, business plan, etc. So there
was one outcome. But for me, a
much more important outcome was
efficacy. It was helping them foster a
belief in themselves that they could
actually go out there and do this (i.e.,
create a business).”
Participants: (The participants,
disabled veterans, were individuals who had faced both the trauma
of war and the trauma of returning
home disabled.) “There has to be
something that gets them through
this trauma. It is different for everyone; you know it’s very idiosyncratic.
I think disabled veterans are uniquely
attracted to entrepreneurship and to
business ownership because of the
idea of having sole custody of their
lives—finally. In the military you
have sole custody of nothing. Your
life is not your own. And you know,
that is nothing compared to when
you are in a special circumstance like
being wounded in combat; then you

truly have no control over anything.
And the whole idea of entrepreneurship to these folks is really powerful.
So we ended up with a group
of students through this selection
process that were highly motivated to
start a business. To give you a quick
example, there was a young lady in
the class who was an army sergeant
but only twenty-four years old; she
had a 127 mm rocket explode eight
feet from her. Basically, it pulverized
her entire right side. She spent two
years in the hospital. In the army,
she was a helicopter and Humvee
mechanic. She wants more than anything in the world to open a high-end
auto repair shop. She is so focused on
that goal, and interestingly, it is that
goal that keeps her going. It is the
thing that is helping her move past
her horrific injury and trauma.”
Results: “I think it was, in a
sense, an identity transformation.
For a very long period of time, these
folks were soldiers; I think that on
some level you have to understand
the culture of the military to really
get what I am saying. The Marine
Corps has a saying: Once a Marine,
Always a Marine. All of this was

This report suggests that venturecreation work—the “works”-creating
process—is not restricted to those
who have the advantages of personal
and financial resources, and it can
be significantly improved by gaining venture-creation thinking skills.
In this case, once the veterans were
able to see themselves as entrepreneurs—persons who create works for
others—they exercised initiative and
created the new “works,” the new
businesses they had imagined. This
suggests that progress can be made
toward ESR through skill-building
thinking that enables even those with
limited resources to create new business
ventures. In practical terms this success
further legitimizes and highlights the
importance of the outreach function in
universities, in NGOs, and in government-supported programs.
Better Thinking and the Venture
Creation Environment
As a basic element of ESR, transaction creators focus their work on
the “other persons” in the environment. For some, the “others” element
is very direct: a focus on customers.
For others, the work is intended to

People can alter their lives by altering their thinking.
ripped from these people overnight.
Martin (name has been changed)
is twenty-five; he is a Marine. He
had an IED (improvised explosive
device) blow up his vehicle. The
vehicle rolled on top of him, and he
was pinned under it for six hours
before they could get it off of him.
All of a sudden, he was not a Marine
anymore, and the kid was lost. The
correspondence that I receive from
him now indicates that he has found
a new identity. His identity is an
entrepreneur—he starts businesses.”

change the venture creation environment so that multiple “others” can
benefit. In a Native Think Tank that
one of the authors was invited to
join,13 participants set out to make
a difference in the institutions that
affect the ESR environment. The
Think-Tank group came together for
three years (1999–2001) and was
motivated by a unifying curiosity:
Why are Native communities economically impoverished, and how can
these communities find and follow a
pathway to prosperity and cultural
11

well-being? To this end, members
examined their own experiences with
on-reserve economies, particularly in
the Northwestern region of British
Columbia.14 The group then considered these experiences within a more
global context, reviewing the work
of authors, such as de Soto15 and
Mitchell and Morse16, in light of the
results of a Harvard project published in American Indian Economic
Development. 17 The analysis discovered previously unconnected patterns
and systems that are at the core of
what ails Native economies and, more

was first investigated, followed by
ways to create increases in both the
market system and on-reserve entrepreneurship. This led to the consideration of changes in the economic
model that would encourage entrepreneurial thinking and the needed
changes in capital-formation levels
that come from viable property rights.
Finally, the Think Tank addressed the
key governance initiatives that were
necessary for the on-reserve economic
climate to be more favorable—to
replace the present destructive institutions with constructive ones. The

It is one thing to be told to “wise up” and quite
another to know how.
importantly, conceived new ideas to
change those patterns to achieve the
Think Tank’s definition of ESR: prosperity and cultural well-being. This
approach is illustrated in Figure 2.
As these deliberations progressed,
the Think-Tank group worked right
to left in the diagram shown in
Figure 2: from the desired end point
toward the necessary beginning point.
To increase ESR and to decrease
dependency, the relationship between
prosperity and cultural well-being

Think Tank prepared a report for the
Canadian government that included
proposed legislation and made the
report available to all interested
Native communities.18 This allowed
each community to identify the steps
that they could take themselves: first,
governance institutions; second, property rights; and third, entrepreneurial
thinking. In this sense, the Think
Tank acted as an “institutional entrepreneur,” an increasingly recognized
type of contributor to ESR.

Helpfully, the Think Tank’s conclusions about a beginning point to
achieve ESR (reached independently)
were concurrently validated in a
study of seventy-two former colonies throughout the world, which
analyzed the relative importance for
economic growth of various factors.19
This research concluded that the
creation of good institutions is the
predominant reason for economic
success, and therefore, the first challenge for “other”-focused development economics is to get from bad
institutions to good. This is precisely
the conclusion that the Think Tank
drew in its own deliberations—the
conclusion that acts as the foundation for the approach recommended
(and summarized in Figure 2).
Thus, the Native case suggests that
venture-creation “others” include both
specific purchasers in a socioeconomic
transaction and a broader institutionally relevant constituency. Our assertion here is that both sets represent
an important element of ESR. In
fact, until the institutionally relevant
“others” are considered, attempts to
engage specific “others” are likely to
be ineffectual. An understanding of
ESR requires both specific thinking
(e.g., about customers) and general

Figure 2: The Think Tank Approach
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thinking (e.g., about the relevant
institutions and to whom are they
relevant). In the Think-Tank illustration, changing the institutions
required changing the underlying
thinking, and this had to happen
before entrepreneurship could lead
to ESR: prosperity and cultural
well-being.
Conclusion
It is one thing to be told to “wise
up” and quite another to know how
to do so. In this article we have
chronicled three instances where
better thinking—improving entrepreneurial cognition—has taken place
in individual “transaction creators,”
in the “works” creation process, and
among the “others.” We believe that
this approach may well apply as an
ESR best practice in many developing
economies globally.
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Utilizing Socially
Responsive Knowledge
By Lisa Jones Christensen and Jennifer Boehme Kumar

ing in its focus on the delivery to those living in extreme
poverty. To date, most of the work has not addressed
the issue, or it has addressed it from the perspective of
replicating Western programs for wealthier international
elites. In order to accomplish delivery, we can utilize the
three-part concept of knowledge domains. I report here
one instance where management educators used classroom
training and international travel to reinforce all three
domains while also creating change in the lives of the students and of those in poverty. The case study also portrays
a classroom exercise eventually growing into a stand-alone
nonprofit organization. The lessons from that experience
illustrate new roles for management education in—and
for people in—conditions of extreme poverty.

Knowledge Domains: Three Types
Irwin Altman describes one approach that faculty members
in higher education can use when they have an interest
14
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in (re)shaping how students relate to social issues and to
future societal needs.1 From his psychology expertise, he
outlines three domains of knowledge that he suggests
must be developed and utilized simultaneously in order
to “educate the good citizen of the future:”
• foundational knowledge: content, theories, history,
and methodology of a discipline
• professional knowledge: practitioner skills and content,
often vocationally focused, of a field
• socially responsive knowledge: first-hand experience
and understanding of issues in a society
Altman reiterates that the triad is intertwined and that
all three are co-dependent—in particular, socially responsive knowledge cannot stand apart from the other two
forms. He suggests that schools already excel at providing
foundational and professional knowledge, but they do not
excel at generating or utilizing socially responsive knowledge. We suggest that when Western students use foundational and professional knowledge while performing service
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Research in management education is severely lack-

best practices

learning projects in less advantaged
contexts, the lessons they gather constitute socially responsive knowledge.
HELP International, or HELP,
is an excellent case study of this
interaction of domains, and the

MFIs were open to partnerships,
and what relief and humanitarian
aid was required by the local impoverished families.
Additionally, class members
organized a Honduras culture team

Individuals—even young people—can
have a tangible effect on the lives of others.
study illustrates lessons learned for
providing management education
to the poorest.

The First Year: Response to Crisis
During the close of 1998, Hurricane
Mitch devastated much of Central
America. Dr. Warner Woodworth,
a professor of organizational
behavior at the Marriott School
of Management at Brigham Young
University, responded to the crisis
by creating an open elective course
entitled Becoming a Global Change
Agent. From the outset, the class
was planned as an action research
experience aimed at mobilizing college students and training them in
specific ways to change the world. It
was also created as a way to organize
teams who would help plan trips
and/or travel to Honduras during
the summer of 1999 as relief and
reconstruction volunteers—with a
focus on creating microfinance projects.
The college course was a participatory experience with a heavy
emphasis on the potential of microfinance to help people rebuild lives.
Overall, seventy-nine students participated. Class participants formed
teams to plan the logistics of going
to Honduras and to explore what
microfinance institutions (MFIs)
were currently in the country, which
16
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to teach volunteers about local norms,
values, and technical terms. They
established a public relations team to
obtain media attention, a fundraising
team to help generate money, and a
microcredit resource team to research
competing microfinance methodologies and eventually train everyone
in rudimentary techniques of village
banking. The class was designed to
allow students significant autonomy
in almost every aspect of organization
building, and the students voted to
name the new organization HELP
Honduras (Helping Eliminate Poverty
in Honduras).
During the course of the summer of 1999, forty-six students
traveled to and served in five regions
in Honduras. Each student was
committed to volunteer eight weeks
or more. The students identified
and approached a microfinance
organization as a partner, and with
the nonprofit organization FINCA
International, they worked during the
summer to jointly create new communal banks. Between founding new
banks and recapitalizing old banks,
the students created one hundred
new microbanks. HELP Honduras’s
microcredit efforts created approximately eight hundred jobs, benefiting
nearly four thousand individuals. 2
The partnership terms with FINCA

included a clause whereby FINCA
would manage all of the new banks
after HELP volunteers left the
country, thus ensuring future sustainability. Therefore, the presence and
subsequent departure of HELP did
not create dependencies in the community or within FINCA.
Students worked with managers
of microbusinesses by participating
in projects that entailed teaching
business, language, and computer
skills to individuals or groups of
adult learners. Through functioning in this capacity, students and
faculty learned much about teaching business skills to the extremely
impoverished. Participants from that
formative year learned that individuals, even young people, can have a
tangible effect on the lives of others.
They also learned the importance of
preparation, cultural understanding,
financial management, and business
skill acquisition for the volunteers
and the recipients.
Clearly, the overall experience
incorporated all three of knowledge
domains. By the time the students
left the program they had the opportunity to utilize their foundational
knowledge of accounting and inventory management principles and their
professional knowledge about content
delivery and negotiation skills to
develop a proficiency in acting on
a problem in a socially responsive,
efficacious way. They also generated
socially responsive knowledge as they
learned about processes and behaviors
that did or did not “work” in the context of extreme poverty.
In addition to providing financial and emotional benefits to the
Honduran people, many students
report that their work with HELP
informed subsequent life decisions
and behaviors. An extreme example
of this is the case of one volunteer

best practices

who served in El Salvador for one
summer prior to attending a prestigious culinary institute. After his
summer with HELP, he decided to
change his career focus in favor of
doing something to more directly
contribute to poverty elimination.
He subsequently started sponsoring
the education of a Salvadoran student,
and he altered his own educational
plans in favor of pursuing a JD/
MBA degree. Currently, he works in
Tanzania as a clerk involved with the
Rwandan genocide trials. Obviously,
not all volunteers are affected so
markedly, but this case illustrates

the potential implications of servicelearning projects like HELP.

The Growth of HELP International
as an NGO
HELP has expanded its operations
every year since its inception, and
management has incorporated it into
a nonprofit organization operationg
under the name HELP International.
From the beginning in 1999, HELP
has enabled more than five hundred
students to travel in a combined service and learning capacity more than
thirteen regions in nine countries.
Table 1 indicates the number of

Table 1: HELP History:
Countries Served and Number of Volunteers

Year

Countries Served

Number of
Volunteers
47

1999

Honduras

2000

Honduras
El Salvador
Peru
Venezuela

72

2001

Honduras
El Salvador
Peru

33

2002

El Salvador
Guatemala
Bolivia

47

2003

El Salvador
Guatemala
Brazil

49

2004

El Salvador
Guatemala

50

2005

El Salvador
Guatemala
Thailand

143

2006

El Salvador
Guatemala
Uganda

52

volunteers and the countries where
they have served, taught, and
expanded microfinance.
Typical projects volunteers
employ in delivering management
education to these participants
include the following:
• Weekly mini-business lessons
given as a stand-alone project or during a microcredit bank meeting
• Six-week business courses that
meet three times a week
• One- to three-day special business-topic classes given as workshops
• One-on-one personalized consulting with microentrepreneurs
• Business plan creation courses
• Impact assessments for local MFIs
During the last nine years,
students and faculty mentors have
returned from participating in
these interventions with significant
insights about what would improve
the delivery of business and management education in universities in the
United States and in impoverished
communities where HELP operates.
HELP management collects these
insights as part of every volunteer’s
exit interview.

Lessons Learned
It is important to clarify that the
observations about key lessons were
made in the context of delivering
informal education to large groups
(typically comprised of twelve to
forty women or larger mixed gender
groups) of fragmented, extremely
poor, and often illiterate microentrepreneurs, small business owners,
and managers.
Table 2 provides a simple list
of practices that HELP management
has consistently seen succeed or fail
in disadvantaged contexts across
multiple continents.
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What Doesn’t Work
HELP leaders have found that for
most extremely poor students a
formal classroom environment
is intimidating. The term formal
classroom refers to attempts to use a
local college or university infrastructure (i.e., rows of chairs, podiums,
microphones, and large and possibly
intimidating buildings) as the primary place for teaching. Using formal
classrooms at the outset can lead to
difficulty in recruiting or to high
levels of attrition after recruitment.
Instructors often mistakenly
assume that each class participant
needs his or her own materials. HELP
leaders have found that this assumption leads to spending misallocations
and precludes attempting team-based
learning models. It can also lead to
teaching delays as instructors wait
until materials are collected, copied,
or are otherwise available.
Students in extremely disadvantaged contexts do not necessarily
have expectations of having their
own materials, nor are they always

comfortable with an influx of materials at the outset of classes. Instead,
they are often quite familiar with
models of learning that require taking
turns with materials, watching others
use materials, and sharing—or that
require doing without. For example,
when students learn about inventory
management, they work without calculators or they take turns using the
calculators. They often pass around
a clipboard to record ledger entries.
These students are typically patient
while they wait, and they tend to
learn from the entries of others.

What Works
HELP management discovered
that alternate teaching environments—like the outdoors, churches,
work facilities, and homes—have
yielded significant success in terms of
retention, recruitment, and demand.
HELP instructors have found that
eventual migration to more formal
classrooms (particularly those in local
schools utilized during evenings)
is possible after a reputation for

nonintimidating methods has spread
throughout the community.
Other positive techniques are
to use experiential methods, such
as simulation games or role playing,
that tie student life experiences to
business or management topics.3
Usually, using these methods allows
instructors to teach compelling business concepts first and then introduce
formal names and theories later.
For example, in teaching the
theoretical concept of separate
entities in business practice, HELP
instructors talk to students about
their struggles to keep family members away from their business merchandise. Participants can understand
and elaborate on this problem from
their shared experience, and they can
talk together about possible options
to keep the entities separate. But
they rarely grasp the concept when
instructors use Western tactics and
begin discussions with the theory of
separate entities. HELP management
learned that with experiential methods,
instructors can more easily move to
PHOTO: Ty turley
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Table 2: Issues in Implementing U.S. Management Practices in Disadvantaged Contexts

Formal classroom environments early in
educational process
Leading with theory-based introductions
Western Practices That
Do Not Translate Well

Assuming that each student needs his or her
own materials
English-language instruction
Screening based on literacy
Alternate teaching environments (outside, in homes,
smaller classes, etc.)
Experiential methods (games and role plays)
Teaching concepts first and theories later (or never)

Adjusted Practices That
Do Translate Well

Tailoring educational content by geographic location
and according to local cultural mores
Checking assumptions that teachers and learners have
about the role and motive of profit maximization
Revisiting biases about student motivation

other business development topics. In
this example, the next topic is usually
a discussion of separate bookkeeping
for business and family enterprises.
Another tactic that has proven
successful across multiple contexts
is tailoring educational methods to
geographic location and/or cultural
biases. For example, HELP instructors found that urban residents demonstrate an understanding of business
concepts in ways that are quite similar to what one might expect from a
typical Western college student. These
urban students in developing countries tend to quickly understand concepts, such as negotiation techniques
or economies of scale and scope, and
to more quickly apply these concepts
in their own businesses. For example,
help volunteers in Uganda found
that teaching marketing principles in
an urban or semi-urban setting was

fairly easy. Participants in the class
could cite examples of techniques
they had seen that were effective or
not effective because they were accustomed to seeing and interacting with
multiple forms of marketing.
In contrast, a HELP volunteer
teaching in a very rural setting,
where many of the students had
little interaction with marketing
and rarely traveled out of their small
village, reported that the concepts
were difficult for many participants
to grasp. For instance, when HELP
volunteers asked pig farmers how
they could let others know they were
selling pigs, they struggled to find
any other option than simply telling
their neighbors that they sold pigs.
These class participants had not
been previously exposed to other
types of marketing.
Generally speaking, HELP

instructors have consistently found
that rural participants learned more
slowly than their urban counterparts
and that business concepts must be
taught differently in extremely rural
areas. Thus, simply being primed
to adjust content by geography has
improved the teaching.
The final two techniques that
have improved the teaching of business concepts to the extremely poor
relate to considering instructor biases.
In the West, we encourage creativity
and industry and tend to correlate
these skills with increased success in
business and management. However,
by using games to teach business
skills in developing contexts, HELP
has repeatedly found that players who
show high levels of creativity and
industry in the game do not necessarily automatically have the skills or
mindset to translate that creativity
19

Understanding the participants’ perspectives is key to using business knowledge for
maximum positive effect.
and industry to their businesses. The
games have illustrated that students
possess the skills, but instructors need
to take extra care in translating the
game lessons to real-life behavior.
Some students who were highly
successful in the context of games
still claimed that their skills could
not help them in their real lives
because they believed that being
poor was their fate. Therefore,
HELP volunteers learned they
needed to understand the students’
perspectives on poverty and alter
their lessons to work within that
context. This finding serves as a
critical reminder that not everyone
learns by the same method.
Instructors may also need to
adjust their mindset concerning
assumed students’ motives. They
should note that a bias in training
towards the profit-making motive can
affect the holistic picture of student
lives. Participants are not always
primarily driven by a strong profit
motive because business for them
is also interwoven with family and
cultural concerns. Thus, they often
choose to adjust their profit margins
20
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depending on their customer instead
of always charging the highest price.
Instructors may also need to help
students see the long-term implications of some of their preferences. For
example, many of the people HELP
teaches grow cash crops for exportation. The land is fertile and yields
cash crops to sell in foreign markets.
However, instead of using part of
the land for growing vegetables for
their own families, they use all of
the land for cash crops and then use
the income to purchase similar or
less nutritious products from the
local market. Situations such as these
illustrate the responsibility of teachers to understand the holistic view of
students’ lives. Clearly, understanding
the participants’ perspectives is key to
using business knowledge for maximum positive effect.
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This paper—with its grounding in
the model of knowledge domains
and examples of socially responsive
knowledge generated in such settings—seeks to inform others as
they refine the role of management
education in development interventions. We hope this paper benefits
researchers and practitioners as they
attempt to increase the self-reliance
of students living in such settings.
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everal weeks ago the news highlighted an
event of great interest to the work of economic
development. The Nobel Peace Prize for 2006
was awarded to Muhammad Yunus of Bangladesh for
his revolutionary microcredit program. His Grameen
Bank has loaned almost $6 billion to more than 6 million borrowers. The Nobel committee’s news release states
that Yunus’ simple, yet revolutionary idea of loaning tiny
sums to poor people looking to escape poverty by starting
businesses “has spread around the globe in the past three
decades and is said to have helped more than 100 million
people take their first steps to rise out of poverty.”1
Yunus was honored in 1998 by Brigham Young
University with an honorary degree. Reportedly, this was
the first honorary degree he had received, at least in the
western world.
Yunus’ Grameen Bank had its beginnings in a small
Bangladesh village in 1974. Yunus, a young economics
professor on a field trip, saw the possibility of making
very small loans to help poor people rise out of poverty.
He assumed that these borrowers would work hard and
pay back the loans. That assumption proved correct.
The Nobel Peace Prize citation states, “Lasting peace
cannot be achieved unless large population groups find
ways in which to break out of poverty. Microcredit is one
such means.”2
Enterprise International knows the truth of that statement and, in its own way (enlightened by the principles of

the restored gospel), has made its own great contribution
to that blessed goal. I was thrilled to read in your annual
report that EMI partners provided more than twentythree thousand loans to small businesses in 2005, loans
beginning as low as US$40 and averaging just US$139.
That is microcredit in a great cause!
Your chairman, Menlo Smith, asked if I would speak
about the importance and value of humanitarian assistance for both givers and receivers, perhaps flavoring
my remarks with some of my personal experiences and
insights. I am very pleased to do so.
The commandment to give to the poor has been
with us throughout recorded history. We read in the
Old Testament: “For the poor shall never cease out of
the land: therefore I command thee, saying, Thou
shalt open thine hand wide unto thy brother, to thy
poor, and to thy needy, in thy land.”3 Part of John
the Baptist’s message of repentance was “he that hath
two coats, let him impart to him that hath none; and
he that hath meat, let him do likewise.”4
Notwithstanding the importance of this duty toward
the poor, it comes second to another duty. The Lord’s
plan for the care of the poor and needy commands and
then presupposes that each of us will provide for ourselves and our families, as far as we are able. This includes
caring for the members of our own households—parents caring for children and children caring for parents.
23
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amongst our people. The aim of the church is to help
people help themselves.”7
The general officers and professional staff of the
church facilitate the church’s welfare program by providing an extensive network of production, storage, and
distribution facilities. We do this so that assistance can
be given, as much as possible, by the distribution of food
rather than by the disbursement of money.
The primary focus of church assistance for the poor
and needy has always been to alleviate distress on a temporary basis. Consistent with that mission, the assistance
given to each recipient is tailored to the needs of that
particular individual. Unlike most public assistance programs, there is no standardized amount or entitlement
and no fixed duration for assistance.
2. Second, the church has a very extensive humanitarian services program, which is administered in a
way to make it distinct from church welfare. I want to
highlight the differences between welfare and humanitarian assistance because I have noted that many who are
aware of these two programs, even including many who
contribute to them, are not aware of their differences.
PHOTO: Craig Dimond, © IRI

Thereafter, we care for the poor members of our faith,
and then extend our assistance to others as far as our
means permit.
Traditionally, religions have taught men and women
to worship a god who commands them to love one
another and to serve one another. But today there are
a host of pseudoreligions that teach men and women to
worship themselves and to celebrate their worship with
the sacrament of self-indulgence. True religion preaches
responsibility, teaching us to give. Modern counterfeits
preach rights, teaching us to take. True religion produces
a citizenry educated to serve; modern counterfeits
produce a citizenry educated to demand service.
Self-reliance means to work to provide for oneself
to the maximum extent of one’s ability. “In the sweat of
thy face shalt thou eat thy bread,” the Lord told Adam.5
Our responsibility to provide for ourselves and our families
is a vital principle in our relationship to God, to one
another, and to civil government. Latter-day Saints expect
to work for what they receive; the only handout they desire
is opportunity.
In The Church of Jesus Christ of Latter-day Saints we
have three different ways of giving to the
poor, each of which is consistent with our
guiding principle of self-reliance.
1. First, we have a welfare program,
which members support by fast offerings.
This welfare program, which is targeted
almost exclusively to members of the
Church of Jesus Christ, is managed
through local leaders and through general
church officers and professional staff.
The key person among our local
leaders is the bishop of the ward, a laypriesthood shepherd of his flock who
determines which members will receive
assistance and how much. The bishop
also gives work assignments to those who
are assisted. This arrangement counters
what one expert has called a “psychological dependency” that “has perverted
both public and private morality, [and]
foster[ed] a climate of powerlessness, irresponsibility, and resentment.”6 It honors
the principle of self-reliance and helps
with the larger spiritual objectives of this
kind of assistance to the poor, namely,
that “independence, industry, thrift, and
self-respect be once more established
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In contrast to welfare assistance, church humanitarian
aid is intended primarily for those who are not members
of The Church of Jesus Christ of Latter-day Saints. It is
distributed without any strings attached. To avoid any risk
that humanitarian aid might be misunderstood as a subtle
inducement for recipients to join the church, humanitarian aid is not distributed by
bishops nor other local leaders,
by proselyting missionaries, nor
through the church’s missionary organization. The church
does not seek “rice Christians.”
Humanitarian assistance is a
loving gift to help those in need
without regard to their religious beliefs or interest in
Mormonism. It is separately administered by professional
workers and by specially-called humanitarian missionaries.
Our church’s humanitarian assistance is very extensive. A few years ago we announced that since 1985 the
church had been involved in more than 2,300 humanitarian projects in 137 countries, contributing more than
$170 million worth of humanitarian assistance. Since that
announcement those figures have increased significantly.
Church humanitarian aid involves a wide variety of
initiatives, including cash grants to repair the devastation
of earthquakes, medical assistance, wheelchairs, vocational
and skill training, clean water projects, neonatal care,
clothing, food to relieve hunger, body bags following great
natural disasters, and the rebuilding of facilities after tidal
waves such as the tsunami that devastated Southeast Asia.
Where possible, the church’s humanitarian projects
are designed to help strengthen individual self-reliance
and local autonomy instead of merely providing a handout. Whether the assistance is welfare to members or
humanitarian to nonmembers, we are convinced that we
must always give in ways that do not degrade. And we
do not publicize our humanitarian efforts. As Gordon B.
Hinckley, former president of The Church of Jesus Christ
of Latter-day Saints, said last year, “In the terrible tsunami
disaster, and in other disasters incident to conflict, disease,
and hunger, we have done a great and marvelous work assisting others without worrying about who gets the credit.”8
3. I come now to the third type of giving to the poor
by Latter-day Saints. This is not done by the church. This
is the type of people-to-people help epitomized by the
work of individual saints and by the work of organizations
like Enterprise Mentors International.
There are thousands of examples of assistance to the
poor by individual Latter-day Saints, hundreds known
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and accomplished by people present in this gathering. I cite but one, a touching example I observed in
the Philippines. While holding a local conference in
Cebu, I met an older lady who was introduced to me as
a returned missionary. Later someone told me about her
case. She desired to serve an eighteen-month mission, but

elf-reliance means to work to provide for
oneself to the maximum extent of one’s ability.
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she had no savings or income to support herself,
and the church’s missionary fund is not available to
support senior missionaries. She did have a small home,
in which she expected to live out her remaining years.
In a marvelous example of the spirit of self-reliance, she
sold her home and used the proceeds to support herself
for the entire period of her missionary service. When
she completed her mission, she returned to nothing, but
other saints filled the gap with an individual project. The
Elder’s Quorum in her ward, honoring her great example
of sacrifice and service, joined their efforts to build a
home for her. She lives in that home today.
Some of the greatest—perhaps even the most
extensive—assistance given by Latter-day Saints is
through organizations not specifically related to the
church but supported by the generosity of great people
motivated by Christian doctrine. We read in the
Doctrine and Covenants of The Church of Jesus Christ
of Latter-day Saints: “For behold, it is not meet that I
should command in all things; for he that is compelled
in all things, the same is a slothful and not a wise
servant; wherefore he receiveth no reward. Verily I say,
men should be anxiously engaged in a good cause, and
do many things of their own free will, and bring to pass
much righteousness.” 9
Here I praise the marvelous work of Enterprise Mentors
International—not just the quantity of it but the way it
is done.
Your remarkable work in assisting families that
struggle for self-sufficiency by providing training, character development, counseling, mentoring, and small
loans, is notable for the fact that it is done in such a way
as to help those you assist “to attain a self-reliant livelihood through small enterprise activities and educational
25
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people who seek to overcome dependency. We see many
examples of such efforts among our members. Thus,
in a recent visit to our Missionary Training Center in
the Philippines, I met a missionary whose mother had
saved all her life to pay for her child’s mission. When
she brought this missionary to the MTC, she also
brought the entire cost of her child’s mission and
paid it in advance.
The principles of self-reliance and giving that seek to
avoid a culture of dependency are not unique to our
Latter-day Saint culture. They have been recognized and
applied by many others. For example, my friend, Robert
Woodson, who has done such notable work in his black
community in Washington, D.C., and throughout the
nation, has said: “A true act of compassion does not
require the surrender of self-respect in exchange for
assistance. The principle of reciprocity should guide the
philanthropic exchange just as it guides exchange in the
market place. People who are constantly on the receiving
end, who have never been given the opportunity to reciprocate, will in due time despise
not only the gift, but also the
gift giver. Grassroots leaders
and healers always require and
demand a return on their investment from the people they assist.
Passive recipients make ‘good
clients’ but ‘poor citizens.’”16
     On this same subject,
Dr. Rachel Naomi Remen,
a clinical professor at the
University of California in San Francisco, California,
has made a persuasive distinction between helping people
and serving people: “When we help we inadvertently
take away from people more than we could ever give
them; we may diminish their self-esteem, their sense of
worth, integrity, and wholeness. . . . When you help
someone they owe you one. But serving, like healing, is
mutual. There is no debt. I am as served as the person I
am serving. When I help I have a feeling of satisfaction.
When I serve I have a feeling of gratitude. These are very
different things. . . . We can only serve that to which we
are profoundly connected, that which we are willing to
touch. This is Mother Teresa’s basic message. We serve
life not because it is broken but because it is holy. . . . I
think I would go so far as to say that fixing and helping
may often be the work of the ego, and service the work of
the soul. They may look similar if you’re watching from

umanitarian projects are designed to
help strengthen individual self-reliance and
local autonomy instead of merely providing
a handout.
“Self-reliance is a basic condition of self-esteem. It affects
our confidence and our ability to achieve. It is difficult
for us to feel good about ourselves and to feel our divine
nature when we inappropriately rely on others to sustain
and support us for our temporal or spiritual needs.”14
As I said in a worldwide conference talk three years
ago: “The growth required by the gospel plan only occurs
in a culture of individual effort and responsibility. It cannot occur in a culture of dependency. Whatever causes
us to be dependent on someone else for decisions or
resources we could provide for ourselves weakens us
spiritually and retards our growth toward what the
gospel plan intends us to be.”15
The culture of dependency hurts the spiritual progress of many members and retards our efforts to establish
the church in some developing nations. The Christian
culture of individual responsibility is only possible for a
26
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assistance.”10 As founder Menlo Smith’s most recent letter
states: “EMI continues to cure poverty worldwide, one family at a time.”11
Earlier this year Menlo Smith outlined some basic
principles of fostering self-reliance:
• Help people help themselves.
• Give a hand-up—not a handout.
• Self-respect is an essential element of character.
• An improved life is dependent upon improved
character.
• Character development is a spiritual process that
can only be learned by example infused with love.12
He added, “We just stick to those principles essential
to success in helping people while striving to avoid making them casualties of our compassion—an ever present
risk in this business.”13
These principles and practices are entirely consistent with Christian teachings, and I salute you for that.
Richard C. Edgley, a member of the Church of Jesus
Christ’s Presiding Bishopric, gave a wonderful statement
of this principle:

PHOTO: © 2003 IRI
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the outside, but the inner experience is different. The outcome is often different, too. . . . Only service heals.”17
The ultimate goal of the church’s welfare and humanitarian services is to provide needed assistance in such a
way as to correct spiritual deficiencies: doing away with
the evils of a dole and helping people by providing opportunities to work in order to enjoy independence and selfrespect. This principle was taught eloquently by Marion G.
Romney, a former leader of the Church of Jesus Christ:
“The prime duty of help to the poor is not to bring temporal
relief to their needs but salvation to their souls.”18

16 Robert L. Woodson, Sr., The Triumphs of Joseph: How Today’s
Community Healers Are Reviving Our Streets and Neighborhoods (New
York: Free Press, 1998), 132–33.
17 Rachel Naomi Remen, “In the Service of Life,” Noetic Sciences
Review Spring 1996, no. 37: 37; emphasis added.
18 Marion G. Romney, “The Role of Bishops in Welfare Services,”
Ensign November 1977: 81.
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By Charles Karelis

The

Illustration by Jenny Peterson

idea that poverty is persistent is itself
persistent. In its earliest versions, the idea
was that poverty is part of the natural order. The book of
Deuteronomy says, “For the poor shall never cease out of
the land” (Deut. 15:11, King James Version). Jesus echoes
this when he says, shortly before his death, “For the poor
always ye have with you; but me ye have not always” (John
12:8, KJV). Modern writers, too, see poverty as persistent,
but not as natural. It strikes them instead as a puzzling
anomaly, since now there is enough wealth to go around.
Contemporary American writers regularly take society
to task over the fact that the U.S. poverty rate has been
essentially the same for forty years, despite significant
increases in the per capita domestic product.
Why do poor people often stay poor? Among the
most important causes are five behaviors or, better, nonbehaviors: not working, not finishing school, not saving
for a rainy day, not moderating alcohol consumption, and
not living within the law. Obviously not all poor people
fail to do these things. But poor people fail to do them
disproportionately. They account for more than their
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share of non-workers, non-school finishers, and so on.
And this contributes to their poverty.
But this just pushes the question of causation back.
Why do poor people fail to do these things to begin with?
At first glance it seems positively irrational of poor people
not to work, not to finish school, and not to moderate
alcohol consumption, since the latter interferes with earning. After all, poor people need money the most. And at
first glance it seems irrational for anyone, rich or poor, not
to save and not to live within the law. For a dollar means
more to someone when he has fewer dollars than when he
has more. So people who smooth consumption over time,
transferring dollars from their relatively rich time slices to
their relatively poor ones, wring more benefit from their
resources than people who let their consumption vary by
failing to save and pursuing risky careers.
I want to persuade you that the main accounts of
poverty get off on the wrong foot because what appears
to be irrational behavior is not; when economic rationality is understood properly, the poverty-linked conduct
emerges as being (in general) straightforwardly rational.

III

II

III

II

A Closer Look at the
Inefficiency Argument

To lay the groundwork for my own theory of poverty, I
want to delve more deeply into the conventional argument
that the poverty-prolonging and poverty-worsening conduct of the poor is irrational or inefficient. The inefficiency
argument assumes that the less of a good one consumes,
the greater the satisfaction one gets from a little bit of it.
From this premise it is inferred that for those who have
very little, additional goods—and the effort needed to
get them—should be especially valuable. From the same
premise it is also inferred that smoothing consumption
over time wrings more satisfaction from a given amount
of a good than allowing consumption to vary, for peaks of
consumption must add less satisfaction to the satisfaction
of average consumption than the corresponding valleys
subtract. All this supports the conclusion that poor people
who do not work, do not finish school, do not save, do
not drink moderately, and do not obey the law waste
part of the satisfaction they could derive from their time,
energy, money, and other resources.
The argument is persuasive. Its key propositions—
that goods, and hence work, are especially valuable to
the poor and that consumption smoothing is efficient
for all—will strike many readers as commonsensical. The
theory in which these particular ideas are embedded,
known as marginalism, is the conventional wisdom about
satisfaction-efficient allocation. At its core is the idea that
resources mean most to those who have least. On this
basis it is natural to conclude that poor people stand to
benefit especially from working for pay, staying in school,
and moderating alcohol consumption, and that, like everybody else, they stand to benefit from saving for a rainy day
and living within the law.
I want to contend that the mistake lies in accepting
marginalist criteria of efficiency in the first place. Instead
of talking about whether the conduct does or does not
meet the usual criteria of efficiency, we should be asking
whether the usual criteria are the right criteria. I will try
to persuade you that marginalism itself is mistaken by
presenting reasons to doubt its ultimate premise, the law
of diminishing marginal utility, and reasons to accept an
alternative. On this basis I will give a new argument for
the efficiency of the poverty-linked conduct in question.
Lydian Prudence and Its Premise

I ask you to consider the following passage from
Herodotus’s Histories. In it the fifth century BC historian
describes the practices adopted by the Lydian people of
30

ESR —SPRING 2008

Asia Minor in the face of a prolonged famine.
The story is that in the reign of Atys, the son of
Manes, the whole of Lydia suffered from a severe famine.
For a time the people lingered on as patiently as they
could, but later, when there was no improvement, they
began to look for something to alleviate their misery.
Various expedients were devised—for instance, the invention of dice, knuckle-bones, and ballgames. The way they
used these inventions to help them endure their hunger
was to eat and play on alternative days—one day playing
so continuously that they had no time to think of food,
and eating on the next without playing at all. They managed to live like this for eighteen years.
What is significant here? To begin with, like many
poor people today, the Lydians allocated their meager
resources unevenly between time slices of themselves. If
we assume that “severe famine” means a condition in
which luxurious consumption cannot be achieved even by
saving, their pattern must have been “skimp a little, skimp
a lot”—eat no more than enough one day and nothing the next. Further indication of their preference for
uneven consumption is the very fact that what they used
to distract themselves from hunger were games of dice
and similar games.
While uneven consumption is inefficient when judged
by modern criteria of economic efficiency, Herodotus’s
passage gives us reason to wonder whether the Lydians
were not being prudent and sensible after all. For one
thing, their practices resulted from careful thought about
how to minimize misery. Moreover, the passage suggests
that the Lydians’ strategy was sophisticated as well as
deliberate, for they are described as being the inventors of
not only gold and silver coinage but retailing. Third, the
practices continued for eighteen years—surely enough
time for the Lydians to compare the results with those of
smoothing consumption over time.
In short, this passage indicates that at least one
society in the distant past adopted counter marginalist
patterns on the basis of smart, careful thinking, and that
it stuck to them in the light of long experience for reasons
having nothing to do with atypical preferences.
What assumption might the Lydians have made that
would explain their seeing these patterns of consumption as efficient? One possibility is that they assumed
the marginal utility of resources at truly insufficient
levels of consumption is increasing instead of diminishing. In other words, when there is not enough of a good,
equal increases in consumption bring bigger and bigger
amounts of relief. Such an assumption is contrary, of
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course, to the law of diminishing marginal utility, which
hypothesizes diminishing marginal utility at low levels
of consumption as well as high. But suppose the Lydians
were assuming exactly this. It would follow that the benefit of a meager portion is more than twice the benefit of
half of it. Therefore, eating half as much every day as the
Lydians were in fact eating every other day—which is to
say, smoothing consumption—would actually have wasted
potential benefit from the food supply. Imputing this
assumption to the Lydians makes sense of the pattern
they actually adopted.
Furthermore, if marginal utility is increasing at low
levels of consumption, then typical people whose consumption is very low will derive very little utility from a bit
more consumption. This makes sense of another part of the
story. Like many poor people in modem times, it seems
that the famine-oppressed Lydians did little work. Rather,
they played games “continuously” every other day. We are

low levels of consumption and pleasers at high levels
of consumption.
Relievers
Relievers, such as salves, are goods that reduce pain,
unhappiness, or misery. Contrary to the law of diminishing marginal utility, relievers are a major type of good
that exhibits increasing (not diminishing) marginal
benefit. The benefit of relievers—namely, relief—grows
as consumption grows, but the benefit grows faster than
the consumption. Equal increases in the consumption of
relievers produce ever bigger increases in the relief that is
felt by the consumer.
The best evidence of this is common experience. Take
the case of burdens—not in the metaphorical sense but in
the literal sense of heavy things to be hefted and carried.
What then is the marginal benefit of relievers such as help
in bearing the burden? In fact it is increasing. To clarify

constructive option: make the
poverty-reducing behaviors rational instead
of irrational for the people who are poor .
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not told why they did little work. It may have been that
farming, fishing, and hunting were simply not worth the
effort because of the stinginess of nature in that time and
place. But there is another possibility. If marginal utility is
increasing amid true scarcity, then perhaps they did little
work because, having very little food for whatever reason,
marginal increases in their diet were worth little to them,
contrary though this idea may be to the law of diminishing
marginal utility and contemporary common sense.
So we must still ask: does the marginal utility of consumption rise when goods are truly scarce? Or is human
psychology better captured by the law of diminishing
marginal utility, which would have it that even amid scarcity a bit of a good is more satisfying when it is one of few
bits than when it is one of many? You may be scratching
your head at the very idea of increasing marginal utility,
so irresistible has the law of diminishing marginal utility
come to seem. But let us look more closely.
Replacing the Law of Diminishing
Marginal Utility

I begin by distinguishing three types of goods: relievers,
pleasers, and goods that function as relievers at

this, let us imagine two scenarios. In the first, you are
about to walk up a hill empty handed when you are given
five pounds of grain to take with you. The second scenario
is identical to the first, except that just before you are
given the five pounds of grain to carry, you are given fifty
pounds of grain to carry. In other words, the contents of
a five-pound sack are simply added to a fifty-pound sack.
There can be little doubt that in the second scenario, the
five pounds would seem less burdensome than they would
seem in the first scenario.
In fact, you might barely notice those five pounds on
top of the fifty pounds you are already obliged to carry in
this scenario. Probably you would not pay much to have
a helper carry just those five pounds for you since you
would still have to deal with the fifty-pound burden. But
if all but six of the fifty pounds were taken off your hands
unexpectedly, being relieved of the five pounds would be
a greater benefit, since that would make the difference
between a six-pound burden and a one-pound burden.
You would likely pay more to have a helper carry the five
pounds in this case. As this suggests, the benefit of a certain amount of help in bearing a burden is greater when the
burden is less. From here it is a short step to recognizing
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everyday experience, things like desserts
and movies. Students readily agree that
the third helping of dessert brings less
pleasure than the first, and so forth. But
the textbooks do not recognize that significant classes of goods are not pleasers
(or not pleasers at all levels of consumption—see below), and so they claim far
more generality for the law of diminishing marginal utility than they should.

that successive equal lightenings will bring increasing
amounts of subjective relief.
In this case, common experience is confirmed by
science. In 1834 Ernst Weber established experimentally
that a greater absolute change in a stimulus is required to
produce a just noticeable difference in our sensory experience when the stimulus is larger to begin with. Further,
Weber showed that for each type of stimulus, the percentage change in the stimulus that is required to produce a
subjectively perceptible change is a constant fraction.
Moving now from physical to mental relief, we see
the same principle in operation. The first scratch sustained
by a new car distresses its owner. It is hard to look at the
scratch. Each subsequent scratch causes new displeasure,
but as the scratches mount up, the new ones add less and
less new distress. The seventh may elicit nothing more
than an irritated shrug. So the relief that comes from
repairing the very first scratch that the car sustained will
be greater if the other six are also being fixed than if the
other six are not.
Pleasers
These are goods that cause positive experience, as distinct
from removing negative experience. Examples might
include a glass of wine along with a meal or a portion of
ice cream at the end. To lose a pleaser or not to have one
is not an evil but only the undoing or absence of a good.
Unlike relievers, pleasers do generally conform to the
law of diminishing marginal utility. Virtually all introductory economics textbooks remind students of the psychological impact of successive pleasers that are familiar from
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Reliever/Pleasers
The third class of goods, reliever/pleasers,
is the most important for understanding poverty. Reliever/pleasers do not fall
completely into either of the preceding
categories. Rather, they are relievers at
low levels of consumption and pleasers at
high levels of consumption. Examples include many basic
goods—things that benefit virtually all consumers: food,
shelter, clothing, transportation, leisure, and opportunities to take part in community life. Characteristic of these
goods, besides being generally valued, is that they can be
used or consumed at three levels: insufficient levels, where
shortfalls make for misery and more consumption makes
for relief; sufficient levels, which cause neither misery nor
positive pleasure; and above-sufficient levels, where the
consumer takes a positive enjoyment or satisfaction from
consuming them.
The “dual citizenship” of goods of this third type
shows itself in their marginal benefit. They act just like
pure relievers when insufficient amounts are being consumed, which is to say, they yield increasing marginal
benefit. But they act just like pure pleasers when more
than sufficient amounts are being consumed, which is to
say, they yield diminishing marginal benefit. The point is
a central one. To repeat, the marginal benefit of reliever/
pleasers is first rising and then falling. In the insufficient
range (where by definition additional quantities bring
relief ), equal additions to consumption produce bigger
and bigger additional benefits, but in the more-thansufficient range, equal additions produce smaller and
smaller additional benefits.
Consider housing. Suppose we take the perspective
of a couple whose house has a bedroom for them and
one for each of their six children, plus adequate room for
entertaining and other functions besides. Clearly they are
consuming or using housing in the more-than-sufficient
range. Their house is a source of positive experience.
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As each child leaves for college (let us say), the amount
of space available for the use of the couple goes up by
roughly equal amounts, but probably their enjoyment
of the house goes up by smaller and smaller amounts.
To take a small but representative aspect, the new hobbies that can now be pursued because there are specialized
spaces for them (e.g., sewing, exercise, painting, etc.) will
themselves yield smaller and smaller amounts of additional pleasure, if only because the more there are, the
less attention can be paid to each one.
But now imagine a couple whose dwelling is a
one-bedroom house that is barely adequate for themselves. If a child arrives, then, given the crowded conditions, the couple’s privacy is much reduced, their peace
and quiet is disturbed, and they may have to start sleeping in shifts. Whatever the compensating joys of parenthood may be, there are impressive deteriorations in their
physical comfort. By the time child number six arrives,
the couple may hardly notice the further deterioration
in their situation that occurs as a result. One more loud
voice outside the bedroom door will not make much
difference. One more child in one’s path as one stumbles
to the bathroom at night may not add much misery.
Accordingly, as the children grow up and move out and
space per inhabitant goes up, the first child to leave may
not subtract much discomfort from the couple’s life.
After all, if one more voice outside the bedroom door
did not add much discomfort, one fewer should not subtract much discomfort either. But when the sixth child
finally moves out, undoing the impressive deterioration
created by the first baby, the relief may be enormous.
This story pulls together reminders of common experience to show that while the marginal benefit of housing
space per inhabitant may be diminishing at high levels,
it is rising at low levels.
Toward a Solution of the Puzzles

Generally speaking, then, it is the very rationality of the
poverty-causing behaviors that explains their persistence—
and hence the persistence of individual poverty itself. In
that sense, poverty is a self-sustaining condition, not a selfeliminating one. Here is the grain of truth in the ancient
idea that poverty is natural.
This may seem to be a counsel of despair or at least of
pessimism. But it is not. Natural does not mean ineradicable. There is a constructive option, and that is to make the
poverty-reducing behaviors rational instead of irrational
for the people who are poor. But how? By making them
less poor. The same reasoning that shows that poverty

tends to be self-sustaining shows that rising out of poverty,
too, is a process with its own momentum.
But it matters a lot how the pump is primed. First,
any scheme to make the poor less poor will have a counterproductive impact on motivation if help is made available to those who are not really poor—that is, those who
do not suffer from material shortages in the first place,
including people who underreport their income to game
the system—for the motivation of the recipients will be
reduced, and public mistrust of the system will starve it
of political support.
Second, the best tactic for delivering the assistance
seems to be supplementing market wages through tax
breaks for very low-income wage earners. This program
combines two enticements to work. Like other schemes
for relieving misery, including no-strings handouts, wage
supplements for the poor raise (not lower) the felt value
of the next misery-relieving dollar. Like the dab of salve
that’s given to the man with two stings, it makes the marginal impact of the next dab of salve, the one that assuages
the last sting, greater. But in addition, wage supplements
raise the cost of not working. The greater your net wage,
after all, the more you give up by not going to work. So
it’s a double-barreled antipoverty strategy, not a singlebarreled one like straight handouts. Politically, too, wage
supplements are more palatable than handouts because
wage supplements are justified partly by effort that has
already been expended by the recipient, not just by effort
that is (supposedly) going to be expended as a result of
the assistance. They look reassuringly like a reward and
not a piece of social engineering.
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educ ation
a powerful asset for single mothers
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A

nn Clark lived paycheck to
  paycheck. She worked full time
but barely earned enough to support
herself and her daughter. She had no
savings, no retirement, and no real
prospects of increased earnings. A
co-worker encouraged Ann to return
to school. Ann had attended college
for a couple of years but had never
completed a bachelor’s degree. Ann
decided that she had to stop waiting
to be “rescued” and take the steps
necessary to build a more secure and
prosperous future for herself and
her daughter.
Attending school while working and caring for her daughter was
stressful and physically exhausting,
but Ann was able to piece together
support from a number of sources to
make it all possible. Her employer was
flexible enough to allow her to attend
classes and provided some tuition
reimbursement. She was able to get
some additional financial aid, and her
family helped by taking care of her
daughter after school.
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Three years later Ann graduated with her bachelor’s degree. Ann
reports that the impact of returning
to school has been enormous. The
increased income, which more than
doubled, not only allowed Ann to
achieve a greater degree of financial
stability, but permitted her to begin
a serious savings plan.
The impact of Ann’s education
extends beyond her income, however.
Ann sees opportunities for career
advancement because she chose to
complete a bachelor’s degree rather
than an associate’s degree. Ann says,
“I didn’t realize how much weight a
bachelor’s [degree] pulls until I got it.”
Like Ann Clark, many single
mothers have learned the exponential
value of education in helping them
move beyond the poverty line and
become economically self-reliant.
background
In 2005, the Economic Self-Reliance
Center (ESR Center) at Brigham
Young University partnered with the

Single Mom Foundation of Salt Lake
City, Utah, to create the Single Mom
Initiative, a multi-year, multi-disciplinary research effort with the goal
of improving knowledge about the
unique challenges facing single mothers and creating best practice policies.
The first phase of the initiative’s
research agenda consisted of gathering baseline information about single
mothers through a literature review, a
learning lab, and focus groups—all of
which were conducted during 2006.
These initial activities provided a base
for the second phase: the development and launch of a statewide
survey of single mothers.
The ESR Center contacted
Survey Sample International (SSI),
which drew a random sample of
more than sixty-five thousand phone
numbers in Utah. More than sixty
students were hired to call and screen
for both married and single mothers with children under the age of
eighteen living at home. Between
March and May 2007, 97 percent of

the phone numbers were called as
many as seven times in order to make
at least one contact. In the end, 420
single mothers were contacted by
phone and agreed to take a survey.
Fifty-seven percent responded to the
mail survey. The survey included
questions about basic information
about personal, marital, and family
demographics. It was also designed
to assess education, work, financial,
and self-reliance factors.
significant factors related to
the esr of utah single mothers
One of the primary purposes of our
survey was to learn what factors lead
to greater economic self-reliance
(ESR) for single mothers. Figure 1
shows the conceptual predictors of
ESR. ESR is constructed of four different observed factors or scales: (1)
the total income from 2006, (2) a
score that adds all assets, (3) a measure of how often a person saves her
income, and (4) a scale that assesses
how long a person could maintain

her current standard of living without
relying on a credit card if she lost her
source of income.
The predictor variables in
the model are measures that come
from various dimensions of a single
mother’s life, including her personal
demographics, education, well-being,
and family experiences. Social science
research has long shown the benefits
of including measures from these
types of dimensions when predicting economic-based outcomes.
Additionally, several of these factors
represent measures of human, finan-

We used Structural Equation
Modeling (SEM), a multiple regression analysis, to test the fit of our
hypothesized model and to find the
statistically significant independent
factors leading to the dependent variable—ESR. Several factors proved to
have a significant relationship with
ESR. For instance, we found the type
of housing in which a single mother
lives has one of the strongest associations with ESR. Single mothers
who are renting (-.39) or living with
family (-.37) are much less likely to
have high rates of ESR compared to

“I didn’t realize how much weight a

bachelor’s [degree] pulls until I got it.”
—Ann Clark

cial, and social capital. Learning
about the type and level of association between these independent
factors and ESR is critical in helping
single mothers.

single mothers who own their home.
Another factor, government assistance, produced a correlation beta
of -.22, showing that the more reliant
a single mother is on government
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Demographics
• Age

• Race

• Religiosity

• Job Satisfaction

• Community Involvement
Education

• Parent’s Education
• Education Level

• High School Grades
• Computer Skills

• When Returned to School
• Belief When to Return to
School

Well-Being

• Physical Health

• Overall Happiness
• Depression

• Self-Esteem

Family of Procreation
• Marital Status

• Years as a Single Mom
• Number of Children

• Child with Disability
• Parenting Attitude
& Involvement

• Child Custody
• Child Support

• Government Assistance
• Housing

• Child(s) Father’s Education &
Well-Being

Family of Orientation

ESR

• Total Income

• Asset/Debt Index
• Savings Practices

• Standard of Living
• Endurance

• Parent’s Marital Status

• Relationship with Parents
& Siblings

• Job Support from Family
& Associates

• Self-Efficacy/Goal

Figure 1: Conceptual Model for Predicting the ESR of Utah Single Moms

assistance the lower her ESR level
is. Self-esteem (.19) and social support for finding a job (.33) were also
strong indicators of ESR. Mothers
with higher self-esteem scores or who
have strong social support networks
for finding a job score high on ESR.
Naturally, these results come as no
surprise. However, these independent variables may be somewhat
difficult to argue as factors leading
to increased ESR even though they
are shown as predictors in our model.
The direction of their relationship is
unclear; they could be “outcomes”
of higher ESR rather than “causes.”
The significant factors in the
model more reasonably labeled as
“predictors” of ESR include age (.27),
marital status (.21), and education
level (.17). Essentially, these tell us
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that single mothers who are older,
who remarry into stable marriages,
or who are more educated have significantly higher ESR scores. Again,
such findings are no surprise. It
makes sense that older mothers have
added experience and more time to
build their incomes, assets, and savings discipline. Also, single mothers
who remarry into stable relationships
are able to combine their income
and assets with their new partners’
to immediately increase their ESR.
For some single mothers, however,
remarriage into a “stable” relationship
is not a viable option. Instead, returning to school for more education is a
more self-actuating path to improving ESR. Given that education is one
of the key components of human
capital, returning to school may be

one of the most sensible decisions a
single mother can make, regardless of
whether she remarries.
education and utah
single mothers
What did our study reveal about the
educational background and attitudes
of single mothers in Utah? First of
all, the high school grades of these
mothers are quite impressive—99
percent of the mothers received either
an average or above average GPA. In
other words, very few of these mothers were academic failures in high
school. Furthermore, about 80 percent have obtained some post-secondary experience. Of those who have
pursued further education, around
32 percent have received some college
or skill training, 25 percent have
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completed a skill or associate’s degree,
and 23 percent have attained a
bachelor’s degree or higher.
Half of Utah single mothers have
gone back to school since becoming a
single mother and 28 percent are currently attending. A majority of these
mothers (57 percent) attend or have
attended school part time, attend
night school, or take online courses.
Nine percent alternate between full
time and part time or between day
and night. Only 32 percent actually
attend or have attended classes full
time during the day.
Not surprisingly, the top reason
why single mothers went back to
school was because they needed to
increase their income (64 percent).
They ranked personal improvement
(56 percent) as second. They also
indicated that their family (39
percent) and self (34 percent) motivated them to go back to school after
becoming a single mother. The average time it takes for a single mother
to go back to school after becoming
single is almost three years.
There was no clear answer from
the survey about the best time to
return to school. The top response,
“immediately upon becoming a
single mom,” was chosen by only 16
percent. Other answers were less specific, indicating that the right timing
“depends on circumstances or situation” or “when it’s best for the mom.”
When it comes to the best timing
for their children, the top category
chosen was “while children are in
elementary school” (36 percent).
influence of education on
utah single mothers
Let’s now take a closer look at the
real-world impact of education on
the lives of single mothers. Previous
studies show education to be significantly correlated with a number of

socioeconomic factors for women,
especially single mothers in the
United States. For example, a woman,
regardless of marital status, with a
high school diploma or GED who
earns a bachelor’s degree increases her
yearly salary by an average of 76 percent.1 In an extensive literature review
on education’s influence on women
and single mothers, Min Zhan and
Shanta Pandey found several studies confirming that post-secondary education positively affects the
economic well-being of women and
single mothers regardless of whether
they obtain it before or after becoming a single mother.2 They also report
that single or divorced women with
a bachelor’s degree earn more money
than those with less education, and
they have an easier time finding a job
that pays well. Additionally, women
with higher education levels are more
financially successful after going off
welfare, and those with a college
degree are much less likely to fall
back on welfare.
Our own research confirmed the
findings of some of these previous
studies. Figure 2 shows the mean

scores on the 2006 income scale
for each educational level category.
Single mothers with a high school
degree or less have a mean score of
2.62, which translates into an income
of about US$16,000 a year. Those
with either some college/skill training or a skills/trade degree are at
2.92, and those with an associate’s
degree scored 3.39, indicating an
annual income of US$19,000 and
US$24,000 respectively. Single
mothers with a bachelor’s degree
have a yearly income of approximately US$34,000, and those who
have attained a graduate or professional degree earn approximately
US$48,000 annually.
Taking a closer look at the practical consequences of these differences
clearly illustrates why less educated
single mothers ought to seriously
consider going back to school with
the goal of no less than a bachelor’s
degree. The 2006 U.S. Department of
Heath and Human Services poverty
guidelines specify that the poverty
threshold for a household of three is
US$16,000.3 This means that a single
mother with two children, which

Total Income
(N)

High School Degree
or Less

Some College/Skills
Training or

Skills/Trade Degree
Associate’s Degree
Bachelor’s Degree
Graduate or

Professional Degree

2.62**

1. Under $10,000
2. $10,000 to $19,999

(37)

3. $20,000 to $29,999

2.92**

4. $30,000 to $39,999

(97)

3.39*
(23)

4.45
(31)

5.85*

5. $40,000 to $49,999
6. $50,000 to 74,999
7. $75,000 to $99,999
8. Over $100,000

(13)

Figure 2: Education and Total Income (2006)
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represents 76 percent of single mothers in Utah, has to have an income
higher than US$16,000 to be above
the poverty line. Looking at Figure
2, we can see that every mother with
two children and only a high school
education falls below this line.
A further look at those in the
next two categories, some college/
skills training or an associate’s degree,
shows that even though they sit above
the poverty line, they are still below
another key indicator known as the
Utah self-sufficiency standard prescribed by Diana Pearce and Jennifer
Brooks.4 The self-sufficiency standard
measures how much income is needed
for a family to meet its basic needs
without private or public assistance.
For a single-parent family with two
children, the average annual income
required to be self-sufficient in Utah
is US$30,532. Accordingly, it’s not
until a single mother gets to the level
of a bachelor’s degree or higher that
she gains enough income to buffer her
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family against poverty and attain a
self-sufficient lifestyle. Single mothers
in Utah with a bachelor’s degree earn
on average US$34,000 a year. This
translates not only in the ability to
rise above the poverty line but also
to achieve self-sufficiency and beyond.
During the course of ten years, a
bachelor’s degree can add an extra
US$150,000 to an income compared to a high school degree. Such
additional income can go far toward
mortgage payments, childcare, transportation, and investments.
perceived barriers against
more education
As indicated above, there is ample
evidence that one of the wisest decisions a low-income single mother
can make to secure greater ESR is to
attain more education, preferably a
bachelor’s degree. Yet, deciding to go
back to school may prove frightening,
especially when considering several
commonly perceived barriers. We

call them “perceived” because most
are less significant and more easily
overcome than many single mothers
might believe. By saying this we in
no way minimize the challenges these
barriers pose, but as we will show
from our research, they may not be
as insurmountable as they appear.
We asked mothers in our
survey who have not returned to
school to indicate the top barriers
keeping them from going back to
school. They listed lack of money,
lack of time, children’s needs, and
fear. Money is of course the paradox
behind why single mothers need to
go back to school in the first place.
Like Ann Clark, many of them live
from paycheck to paycheck hoping
that somehow they will be rescued.
Unfortunately, this is often not the
case. Many single mothers may be
unaware that there are a variety of
financial resources available to help
them attend school and maintain
their financial obligations simultane-
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ously. In addition to federal and state
aid, many colleges and universities
sponsor scholarships for single par-

cessfully avoid taking away from their
children’s time. So we believe the
long-term rewards far outweigh the

is necessary, initial findings from
our study show that the educational
level of a single mother is a powerful
human capital trait that significantly impacts her economic
self-reliance. While there may
be legitimate barriers discouraging single mothers from
returning to school for more
education, our findings suggest that
the benefits, both for her and her
children, are well worth the sacrifices.

Returning to school is a more self-actuating
path to improving economic self-reliance.
ents. In fact, the majority of colleges
and universities in Utah offer scholarships that are specifically geared for
single parents or give preference to
single parent applicants.
“Lack of time” and “children’s
needs” are two other top barriers
preventing mothers from pursuing
more education. These concerns are
confirmed by previous research findings. In our focus groups we were
surprised to learn that one single
mother’s day starts at 6 a.m. and ends
at 2 a.m. When asked how much of
that time she is able to spend with
her child, she responded, “Maybe
we can squeeze in two hours.” Other
mothers agreed, explaining that their
typical day often started around 6 a.m.
with little time available for their
kids. Between commuting, working,
and schooling, these mothers were
lucky to be home by 6 p.m. or 7 p.m.,
leaving about one hour before their
children’s bedtime. After house cleaning, homework, etc., they have little
time left for themselves before retiring.
It may seem that by going back
to school, time will be even more
limited, especially with their children.
But our research shows otherwise. We
found that single mothers who went
back to school actually reported the
same level of time with their children,
the same level of parental satisfaction,
and the same level of child satisfaction as those who did not return to
school. They may have to shift their
time away from other activities for
a while, but we found that they suc-

initial sacrifices and challenges.
Another barrier expressed by
single mothers was fear. Perhaps one
of the most common fears of these
mothers is that they are academically
unqualified or do not have the right
skills to be successful. On paper, our
assessment of these concerns proves
the fear to be more perceived than
real. We found that the high school
grades of Utah single mothers with
only a high school degree or less were
mostly Bs and Cs, certainly high
enough to qualify for post-secondary
institutions. Secondly, these highschool-level mothers averaged the
same level in computer skills as their
bachelor degree counterparts. Of the
80 percent who own a computer, 82
percent rate themselves as at least
good in using a word processor, 87
percent in emailing, and 85 percent
in using the internet. In other words,
many of them are savvy, hard-working
women who, if given a chance and
some encouragement, have the skills
to “make the grade” in college life.
conclusion
Since the 1970s, female-headed
households have significantly
increased across the United States,
including Utah. There is no evidence
to suggest that this trend will change
anytime soon. Therefore, it is imperative that scholars and practitioners
work together to assess this type of
family structure and to learn how
single mothers negotiate their day-today lives. Although further research

Endnotes
1 “Statistical Abstract of the United States:
2007,” U.S. Census Bureau, http://www
.census.gov/prod/2006pubs/07statab/educ.pdf
(accessed 12 December 2007).
2 Min Zhan and Shanta Pandey,
“Economic Well-Being of Single Mothers:
Work First or Post-Secondary Education?”
Journal of Sociology and Social Welfare 21, no.
3 (2004): 87–112.
3 “The 2006 HHS Poverty Guidelines,”
United States Department of Health and
Human Services, http://aspe.hhs.gov/
poverty/06poverty.shtml (accessed December
12, 2007).
4 Diana Pearce and Jennifer Brooks, “The
Self-Sufficiency Standard for Utah,” Diana
Pearce and Wider Opportunities for Women,
http://www.utahchildren.net/pdf_files/UT_
SSS.pdf (accessed December 12, 2007).

ABOUT THE AUTHORS
Richard J. McClendon is research
director at the BYU Economic
Self-Reliance Center. He earned a
PhD in sociology at Brigham Young
University. He has extensive experience in research surrounding family
studies, development, and religiosity.

Julie Humberstone is director of
the Single Mom Initiative at the BYU
Economic Self-Reliance Center. She
earned her MPA from the Marriott
School of Management. She has
worked with both international and
domestic nonprofit organizations.
She teaches classes and conducts
research related to improving the
lives of single moms.

39

Colombia
Ecuador
Peru

40

ESR — SPRING 2008

Solving
the Access
Problem
By Francisco Prior Sanz

T

he level of financial deepening in Latin America is either
low or very low, depending
on the country and the indicator
used. In the cases of Colombia,
Ecuador, and Peru, the percentage
of the population without access to
basic financial services is 55 percent
in Colombia, 66 percent in Ecuador,
and 65 percent in Peru.1 In contrast,
in the developed countries of Spain
and the United States only 2 percent
and 10 percent, respectively, of the
population over eighteen years of
age lack access to financial services.2
Nevertheless, in regional terms,
Colombia, Ecuador, and Peru have
medium levels of access to financial services; these levels are higher
than those in Mexico and Central
America (Honduras, Guatemala,

El Salvador) but lower than those
of Brazil and Chile.
Macroeconomic indicators of
financial deepening show similar
statistics among those of the population with no access to financial
services. In 2003, the percentage
of credit to the private sector with
respect to gross domestic product
was 23.4 percent, 19.9 percent, and
20.8 percent for Colombia, Ecuador,
and Peru, respectively. Although
these figures are average in Latin
America, they are very much below
the average of developed countries.
In our research, we analyzed the
problem of low access to financial services in Colombia, Ecuador, and Peru,
and we propose technical solutions
to address the causes of this problem.
These solutions, which are already in

use by some financial institutions
in developing countries, allow banks
to profitably service low income
segments of the population.
The research in these three
Andean countries shows that leading
microfinance institutions in these
countries have been able to solve this
supply problem. The best practices
observed are based on the development of financial service distribution business models that are highly
efficient. These models combine
products, distribution networks, and
risk methodologies that allow the
profitable servicing of low income
population segments.
Causes of Low Access
The analysis of the elements in the
supply of financial services explains
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Table 1: Financial Deepening in Colombia, Ecuador, and Peru—Regional and Global Comparisons
Private sector
credit/GDP

Liquid liabilities/GDP

Capital markets/GDP

(%)GDP

1990

2003

1990

2003

1990

2003

Colombia

30.8

23.4

29.8

32

3.5

18.1

Ecuador

13.6

19.9

21.1

21.7

0.6

7.9

Peru

11.8

20.8

24.8

29.8

3.1

26.5

Venezuela

25.4

8.6

38.8

22.3

17.2

4.5

Mexico

17.5

18.5

22.4

29.1

12.4

19.6

Brazil

38.9

34.6

26.4

30

3.6

47.6

Chile

47.2

63.3

40.8

38.2

44.9

119.2

125.8

158.3

92.8

104.3

51.6

100.1

43

64.2

42.2

81.4

19.4

44.5

39.3

58.6

41.1

76.9

18.8

43.5

22.3

27

36.2

51.9

10.5

37.3

Developed
countries
average
Average income
Low-middle
income
Low income

Source: World Development Indicators 2003

the inefficiency and inadequacy of
the distribution models in Colombia,
Ecuador, and Peru. This section
looks at five elements that set the
context for the financial system: (1)
the cost levels of basic financial services, (2) the density of the financial
service distribution networks, (3)
risk analysis methodologies, (4)
database analysis systems, and (5)
the regulatory context.
In these countries, the prices of
interest rates, minimum balances,
maintenance fees and commissions
for cash transfers, and withdrawals are
very high compared to those of more
developed countries. The high prices
in Colombia, Ecuador, and Peru are
caused not only by the low efficiency
rates for the financial institutions but
also by the high concentration in these
countries’ financial sectors.
Financial service distribution networks are not dense enough in most
of Latin America because traditional
banking networks are too expensive if
they are to serve low income clients.
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As of 2004, there were only 8.7 bank
branches per every 100,000 people
in Colombia, 9.3 in Ecuador, and 4.2
in Peru.
Credit risk analysis methodologies in the Andean countries, and
Latin America in general, are not
well adapted to their economic realities; in particular, they neglect the
importance of their large informal
economies. Current methodologies
use stable and proven cash flows
(e.g., wage income), excluding
income from the informal economy
as a determinant of credit worthiness. Moreover, banks concentrate on
offering credit to current members by
placing a greater weight on variables
that tie the client to the institution.
Nevertheless, these methodologies
rarely include sociodemographic
variables that would generate more
accurate client profiles and determine
credit worthiness faster and cheaper.
There are also problems related
to the legal acceptance or recognition of certain kinds of collateral, as

well as the information received by
credit grantors, which comes almost
exclusively from financial institutions.
By not including the payment history with commercial establishments
of outside customers in their credit
profile, banks are in fact being overly
restrictive by denying them access to
the formal financial system.
From a regulatory perspective,
the normative context creates additional barriers to financial services
access. In the three countries analyzed, there are different regulatory
realities that have different ways of
impacting the already inefficient cost
structures of financial institutions.
Financial institutions in Ecuador and
Peru, however, enjoy a more favorable
and adequate regulatory context to
promote access to financial services
than in Colombia.
While there are no controls
over the interest rate in Ecuador and
Peru because service fees are liberalized, the interest rate in Colombia is
limited by the usury rate. Colombia
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also taxes financial transactions and
forces investments in unprofitable
activities, which add costs to financial
institutions and, in turn, are reflected
in higher prices to Colombian clients
for financial services.
In terms of credit portfolio
provisions, current legislation penalizes the generation of microcredit
loans in the three countries studied. Their regulatory systems force
financial institutions to provide this
portfolio more restrictively than the
other credit portfolios even though
delinquency rates are not particularly higher. In the Colombian and
Peruvian cases, the definition of the
system of guarantees does not fit the
economic reality in these countries,
further complicating credit granting
to the population that operates in the
informal economy.
In terms of control and requirements of the distribution network,
the Ecuadorian and Peruvian systems
are more flexible than the Colombian
system. Because of their regulatory
flexibility, auxiliary financial service

networks were created in Ecuador,
and teller representatives were
implemented in Peru. These solutions
partially solve the problem of lack of
access to banking agencies. Although
Colombian legislation is traditionally more strict in this regard, it has

Despite the economic growth in the
past years, the population living in
poverty has not decreased noticeably.
recently become more flexible with
the passing of the law of nonbanking
representatives, which aims to add
bank branches in the country. Finally,
because of illegal activities related to
drug trafficking, regulation on international transfers, and information
requirements on the owners of banking products, it is difficult to access
financial services in general. These
requirements do not exist in either
Ecuador or Peru, indicating a less
strict environment in these countries.

Table 2: Main Countries in Latin America That Received
Workers Remittances in 2005
2005

Millions US$

%GDP

20,034

2.80%

Brazil

6,411

1.10%

Colombia

4,126

4.10%

Guatemala

2,993

9.30%

El Salvador

2,830

17.10%

Dominican Republic

2,682

9.10%

Peru

2,495

3.20%

Ecuador

2,005

6.40%

Honduras

1,763

21.20%

Jamaica

1,651

19%

Mexico

Source: The Multilateral Investment Fund, http://www.iadb.org/mif, 2006

Nevertheless, in terms of public
policy, the Colombian government
has pushed a new initiative called
Bank of Opportunities—or Banca
de las Oportunidades—that would
allow microfinance institutions to
generate economies of scale. Enabling
the achievement of or access to scale
economies is necessary to apply best
practices in banking and to optimize
migrant remittances because these
require infrastructures too expensive to be developed individually by
most microfinance organizations.
There are no policies in Ecuador
or Peru that address this problem
from the supply side; in these
countries, the only initiative is
to create central associations of
cooperatives (FINANCOOP in
Ecuador and FENACREP in
Peru) that seek to create synergies and scale economies. The
Bank of Opportunities initiative
in Colombia also aims to reduce
the above mentioned regulatory
obstacles, allowing the possibility to resolve these restrictions in
short or medium terms.
Economic and Financial
Structures
The macroeconomic context in
the three Andean countries has
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been favorable in recent years. Even
after passing through severe economic
and financial crises at the end of the
1990s, Colombia, Ecuador, and Peru
have all retaken the growth path
within a stable macroeconomic situation in terms of inflation, exchange
rate, and interest rate. Despite the
economic growth in the past years,
the population living in poverty has
not decreased noticeably. Poverty is
one of the structural problems common to the three countries and the
whole region.
The 1998 banking and financial crises in Colombia and Peru,
and in Ecuador in 1999, forced the
countries’ governments to intervene
to rescue their insolvent banking
systems. As of December 2005, the
rescue packages had increased public
debt levels to 46.8 percent of GDP in
Colombia, 40.1 percent of GDP in
Ecuador, and 39.7 percent of GDP in
Peru.3 The importance of public debt
as a percentage of GDP is another
common characteristic in Latin
America; this debt generates a steady
flow of income to the financial system
and does not foster lending to the
private sector.

Public debt in Colombia,
Ecuador, and Peru shifts the liquidity in the banking system away from
the private sector. Servicing the
public sector has fewer operational
costs and produces higher returns on
assets to institutions with inefficient
cost structures. This explains why
financing in the private sector is
concentrated on large corporations,
leaving out small enterprises and
individual clients.  
The financial institution
industry in these countries obtains
financing from considerable levels
of unremunerated deposits. These
deposits mainly finance public and
corporate credit, yielding high profits
and low delinquency rates without
having to invest in the infrastructure
to bank the rest of the population
in the country. The Ecuadorian case
shows the striking characteristic of
a decreasing delinquency rate even
though it is still above the Latin
American average, in part due to
the persistent effects of the 1999
banking crisis.
Along with the inefficiency of
their financial service distribution
business models, the macroeconomic

structures in Latin American countries explain why financial institutions have not directed their supply
of services to low income segments.
The scarcity of microfinance services
in a context of increasing demand
favored the emergence of specialized
institutions that serve the financial
needs of the low income segments.
The increasing demand for their services and the implementation of best
practices made it possible for these
institutions to obtain high profits and
reinvest their earnings to expand their
activities. This is the case of Banco
Caja Social in Colombia, Banco
Solidario in Ecuador, and Mibanco in
Peru, all leading banking institutions
in the microfinance sector.
Cooperative systems in the three
countries, traditionally more likely
to service low income segments, were
severely affected because of managerial inadequacy and failings during
the banking crises. The Colombian
case is particularly relevant since the
cooperative sector represented almost
10 percent of domestic savings before
the crisis, while today it retains only
marginal weight in the financial and
microfinance sector.

Table 3: Best Practices in Microfinance Business Models Found in Colombia, Ecuador, and Peru
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Best Practice

Ecuador

Peru

Colombia

Use of low cost financial
products

pichincha

banco de crédito/
mibanco

banco caja social

Commercialization through
alternative channels

pichincha

INTERBANK

BANCOLOMBIA

Development of efficient risk
analysis methodologies

BANCO SOLIDARIO

MIBANCO

BANCOLOMBIA

Optimization of the impact
of remittances

BANCO SOLIDARIo

BANcO DE CRéDITO

BANCOLOMBIA

Generation of economies
of scale

PICHINCHA

CAJAS

BANCA OPORTUNIDADES
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research

Institutions specialized in consumer financing, following business
models that were successful in Chile,
moved into the niches neglected by
banks in the three Andean countries.
These institutions can take deposits
and at the same time offer consumer

Ecuador, remittances added to US$2
billion, 6.4 percent of GDP, and in
Peru, the amount of remittances was
US$2.5 billion or 3.2 percent of GDP.
Migrant remittance flows are
significant in macroeconomic terms
not only for their importance to

levels of access to basic financial
services in these countries. The emergence of microfinance in Colombia,
Ecuador, and Peru is led by two types
of institutions: banks specialized in
microfinance and the leading banking
institutions in each country.

Financial institutions in this market segment
have been able to create sustainable and profitable
business models that serve the segments of the
population not served by traditional banks.
credit through electronic banking
products distributed by nonbanking networks, primarily retail stores
and shopping centers. Though not
yet very important, a few consumer
finance institutions have begun to
gain significant market shares in the
microcredit sectors in Colombia
(Finamerica, Compartir), Ecuador
(Unibanco, Centromundo), and Peru
(Financiera Cordillera).
Other factors have also driven
the entry of leading banking institutions in Colombia, Ecuador, and Peru
into the microfinance market. First,
the macroeconomic stabilization in
these countries has decreased the
financing needs of the public sector.
Second, the development of low-cost
banking technologies and techniques
has enabled the development of business models that profitably serve the
needs of the low income segments of
the population.
Received Remittances
Remittances from emigrant workers
received in Latin America reached
US$52.6 billion in 2005.4 Colombia
received US$4.126 billion in remittances, 4.1 percent of its GDP. In

Financial institutions in this marGDP but also as a source of foreign
ket segment have been able to create
exchange and, thus, for their impact
sustainable and profitable business
on the current account. Additionally,
models that serve the segments of the
remittances have a multiplier effect
population not served by traditional
in the receiving economies because
banks—with the introduction of
of potential growth opportunities in
hometown associations and industries, products specifically designed for this
such as tourism, transportation, trade, purpose (Banco Caja Social Colmena
in Colombia), the high efficiency of
telecommunications, and even the
electronic payment methods
money transfer industry itself.
(Mibanco in Peru), and best pracNevertheless, the potential
tices in credit risk analysis (Banco
impact of remittances on promoting access to financial services in
Solidario in Ecuador).
Colombia, Ecuador, and Peru is not
On the other hand, microfinance institutions still face great
optimized because only a negligible
hurdles in their effort to massively
percentage of remittances are received
provide basic financial services to
through a bank account. Moreover,
the unbanked segment of the popuremittance flows are not considered income on a credit application,
lation in the three Andean countries. Because they are small, these
leaving 35 percent of the income
institutions lack the investment
received by 20 percent of families
capacity required to implement the
in Colombia, 37 percent in Ecuador,
infrastructures needed to apply best
and 24 percent in Peru out of the
practices in terms of products, risk,
credit risk analysis.
alternative channels, and optimizaMicrofinance Service
tion of the impact of remittances.
Supply Models
The second type of institutions
Recently, the growth of the microfileading the microfinance markets
nance sector in Colombia, Ecuador,
in Colombia, Ecuador, and Peru
and Peru has started to address the
are the leading banking institutions.
supply problem relative to the low
Bancolombia (Colombia), Banco del
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Pichincha-Credife (Ecuador), and
Banco de Credito (Peru) are leading
banking institutions that have followed this path; their new priority is

mote the necessary scale for institutions specialized in microfinance
are needed to massively provide
financial services to the population.
The Colombian government moved
in this direction with its Bank of
Opportunities initiative, which aims
to apply international best practices
by creating a technical association of
financial services that could provide
these services to cooperative financial
or banking institutions whose small

Their new priority is to develop value
offers aimed at low income segments.
to develop value offers aimed at low
income segments through the implementation of new business models.
To optimize their existing
infrastructures in the distribution
of low-cost financial services, these
institutions have decided to use
downscaling strategies. This is the
case of Banco del Pichincha-Credife
(Ecuador), Bancolombia (Colombia),
and Banco de Crédito (Peru).
Banco del Pichincha-Credife and
Bancolombia are the most relevant
cases because of their use of best
practices in the generation of alternative models of financial services
distribution. Banco del PichinchaCredife, through its existing network
of bank branches, and Bancolombia,
through the development of alternative distribution channels, have been
able to create highly efficient business
models that make it possible to bring
financial services to a large portion of
the population in these countries.
Nonetheless, other experiences
that have yielded better results in
countries where there are highly
inclusive financial systems, such as
Spain, Germany, Canada, or France,
show that public policies that pro46
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size prevents them from individual
access to these technologies.
Neither Ecuador nor Peru has
come up with a policy similar to
Colombia’s initiative. Even though
Ecuador and Peru have more appropriate regulations to foster microfinance, there is no public policy to
promote economies of scale that
could solve the supply problems that
prevent access to financial services for
large segments of the population.
Conclusion
The main cause for the low levels of
access to financial services to low
income segments of the population
in Colombia, Ecuador, and Peru is
the inadequate supply of financial
services. This inadequate supply is
explained by the high cost of financial services, the commercialization
of services through costly and inadequately dense distribution networks,
and the use of risk methodologies
that are not adapted to the realities
of developing countries. Furthermore,
the regulatory frameworks observed
in these three countries, as in most
developing countries, do not favor
the development of efficient distribu-

tion models of microfinance services.
This work has shown that the
high price issue of financial services
can be addressed with the development and distribution of low cost
financial products. Also, the low
density of bank branches can be obviated with a strategy of commercialization that takes advantage of low cost,
alternative channels. The inadequacy
of the risk methodologies can be
resolved through the creation of new
analysis systems that include the
information from the vast informal
economies of developing countries.
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Corrado Giannantoni:
A Modern-Day Newton
By Donald L. Adolphson

M

uhammad Yunus gave a graduation talk at
BYU in 1998 emphasizing the power of mindsets. He suggested that we cannot solve any
problem with existing methods when the problem lies
in the methods and even more so in the mindsets that
generate the methods. He singled out modern economics
to support his claim that mindsets limit our vision. The
mindset embodied in economics and other disciplines
trace back to the mathematics of Isaac Newton (1642–
1727). Energy scientist, Corrado Giannantoni (1950–
Present), is a modern-day Newton who has created a
mathematical, logical, and philosophical framework
capable of providing new mindsets that free us from
the limitations that Yunus observed.
Giannantoni understands clearly that it is the underlying mathematics of any theory that determines its capabilities and its limitations. Newton’s math, for all its successes
in the physical sciences, carries with it inherent limitations
when applied to social sciences. Newton’s differential
calculus can only provide quantitative information about
the past. In contrast, Giannantoni’s incipient differential
calculus is capable of providing quality information about
the future.
From TLT to ToQ

The foundations of modern science are the traditional laws
of thermodynamics (TLT), which were formulated in the
mid 1800s and are grounded in Newton’s math. The TLT
are widely accepted as universal and complete laws that
define the nature of the universe. However, from their

inception, there has always been an alternative countercurrent of ideas.
Boltzman (1844–1906) incorporated evolutionary
theory into TLT in order to deal effectively with living systems. Lotka (1880–1949) then showed with his
maximum power principle that evolutionary success was
awarded to those systems that created maximum energy
power. Odum’s (1924–2002) maximum empower principle showed that different forms of energy have different
amounts of power per joule. He showed that these differences had to be accounted for to accurately measure the
productive capacity of any system.
Through careful observation of living systems, Odum
formulated a set of rules to describe how energy transformations interact to define the energy power of a whole
system from knowledge of the parts. The most striking
feature of the math implied by Odum’s rules was that it
was nonconservative, meaning that the whole could be
more than the sum of its parts. Giannantoni already experienced this phenomenon in a marriage relationship where
1 + 1 was more than 2; that is, the relationship added
value that was real but difficult to measure.
Giannantoni has created a thermodynamics of quality
(ToQ) framework that embraces the traditional laws of
thermodynamics while adding highly significant features.
The traditional laws of thermodynamics are grounded in
Newton’s math and, therefore, are only able to recognize
those forms of energy that can be quantitatively measured
in terms of heat equivalence. Giannantoni refers to these
forms of energy as mechanical forms of energy. His new
47

ToQ include other more subtle but important forms of
energy, referred to as meta-mechanical forms of energy,
that depend on quality of organization rather than
quantity of matter.
Giannantoni’s framework embraces the main conclusion of the traditional laws that the quantities of mechanical
energy are decreasing due to losses incurred in energy transformations. However, his framework also shows that gains
in meta-mechanical energy, through judicious choices of
energy transformations, exceed losses in mechanical energy.
To summarize, the traditional laws describe a universe that
is necessarily decreasing in productive capacity while the
new laws describe a universe that is potentially ever increasing in productive capacity.
ESR and ToQ

Modern economic theory has two opposing dangers. An
emphasis on scarcity leads to a conclusion that there are
no free lunches. However, an emphasis on utility can lead
one to conclude that any human want can be satisfied if
demand is strong and incentives to supply are present.
Giannantoni’s framework overcomes both dangers. It is
grounded in the physical world of mechanical energy and
is subject to the TLT, which do not allow free lunches.
However, Giannantoni’s inclusion of meta-mechanical
energy allows for an actual increase in the productive capacity of a system, governed by laws included in the ToQ. The
ToQ do not guarantee that any human want can be satisfied, but they do provide guidance on how to create free
lunches through judicious interventions in a system.
Consider the issue of hydrogen fuel cells as an energy
source. Some energy scientists argue on the basis of the
traditional laws that the production of hydrogen fuel cells
will always use more energy than the available energy
created. Others argue that strong demand will generate
incentives that will lead to a process that produces hydrogen effectively. Giannantoni’s response to the efficacy of
hydrogen fuel is that it is possible but difficult to create
hydrogen fuel cells in a way that has an energy profit. The
key is to develop high quality feedback loops in the transformation of other forms of energy into hydrogen.
Giannantoni has created common ground for the economist and the energy scientist. In his framework, real value
is created through the increase of and through the better
organization of the meta-mechanical energy. However, this
energy does not exist in a vacuum; it must be “vehicled”
through ordinary mechanical energy. One analogy is parental influence on children, where it is quality of time rather
than quantity of time that really matters. However, there
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can be no quality time without any quantity of time.
Four forms of capital were present in Yunus’s microcredit lending programs. Economic capital in the form
money was created by small loans. Human capital was
created as the recipient of loans gained a sense of self-confidence through being entrusted with others’ money and
by practicing the sixteen steps required by the program.
Social capital was built through lending groups, and they
learned to support each other. Institutional capital was
added through the formation of the Grameen Bank.
All forms of capital contribute to ESR, but the total
effect is more than the sum of the individual forms of
capital. It takes a systems perspective along with the tools
and concepts provided by Giannantoni’s new math and corresponding framework to evaluate the effectiveness of different interventions in a village economy and community.
Credibility of Giannantoni’s Framework

Giannantoni’s first book, Maximum Em-Power Principle as
the Basis for Thermodynamics of Quality, develops the basic
tenets of the ToQ in a highly mathematical framework
that can be intimidating to many potential readers. This
book is described in the preface as profound and not for
the faint hearted. It builds on some unfamiliar ideas of
Odum that are not widely appreciated.
Giannantoni’s second book was published only in Italian
in 2007. His third book, now in its early stages, seeks to
reinterpret all of modern economics in the same way.
Einstein was actually in a similar position while
waiting a year for empirical evidence to support his new
theory of general relativity. However, he was not worried
because, to him, his theory was “too beautiful not to be
true.” The same can be said of Giannantoni’s new framework where empirical evidence is not yet fully established:
it also is too beautiful not to be true. The reader is invited
to consider the potential application of these ideas to their
own work and to watch for further writings about these
ideas from this reviewer and others.
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